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PBEFACE 


These chapters owe their origin to an invitation 
to lecture at the InsMut des Hautes Etudes Inter- 
nationales at Geneva in the summer of 1935 
When the lectures had been delivered, it occurred 
to me that it might be worth while revising them 
for a wider public and in the process of revision, 
while the outline has been preserved, something 
bke a new book has emerged I should like to take 
this opportunity of thanking Professor Rappard 
and the authorities of the Institut for their mvita- 
tion and their hospitahty Parts of some of the 
chapters of the revised version have been pub- 
lished in a modified form in the Quarterly Re- 
view of the Amsterdamsche Bank, Lloyds Bank 
Monthly Remew, Ekonomista and The Banker I 
am indebted to the editors of these journals for 
the opportumty of thus securing discussion of 
certain of the views here presented 

The book is essentially an essay in what may 
be called Political Economy, as distinct from 
Economics in the stricter sense of the word It 
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examination of schemes for the reahzation of aims 
whose formulation hes outside Economics , and it 
does not abstam from appeal to the probabili- 
ties of pohtical practice when such an appeal has 
seemed relevant At the same time it makes no 
attempt to discuss the tmnvttae of contemporary 
pohcy I am not at all unwilhng to do this But 
the conditions which pohcy has to take account 
of change almost from day to day , and it seemed 
better to reserve their discussion for other places 
The aim here has been to show the imphcations 
of different types of pnnciple, not to prepare a 
programme of immediate action 

In attempting such a task I am under no 
illusions concerning the risks I am runmng It 
IS impossible, in an essay of this length in which 
every sentence necessarily involves a world of 
associations, to state explicitly all the assump- 
tions on which it rests, or to discuss in detail all 
the reasons determining the choice of particular 
perspectives I have tried very hard to be clear 
But I do not hope altogether to have ehminated 
the possibihty of misapprehension I would 
plead, however, that before a verdict is passed 
upon any one section the argument should be 
read as a whole: the reasomng throughout is 
interconnected and full explanation of the earher 
propositions is in some cases deliberately post- 
oned in order to emphasize their connection 
h propositions which come later In par- 
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IX 


ticular I would ask that readers who are dis- 
quieted by the critical tone of some of the 
earher chapters should reserve judgment until 
they have read Chapters IX and XI, where I 
think I have somethmg more positive to say 
I would like at least to persuade my friends of 
the Left, who with me beheve m reason and per- 
suasion, that, although we may difier profoundly 
about means, we are at least at one m aiming at 
a common goal 

I have to thank vanous friends at the School 
of Economics and elsewhere who have helped me 
with information and criticism I am indebted 
to Dr Benham and Mr Paish for advice on cer- 
tain technical matters and to Mr Paul Wilson 
for a most timely admomtion But m particular, 
my thanks are due to Professor Arnold Plant, 
who, in friendly disputation ever since we were 
students together, has taught me more about 
the various matters here discussed than I could 
easily acknowledge in detail He is of course, 
in no way to be held responsible for any of my 
probably many blimders 


The London Schood of Economics 
Mardi 1937 


LIONEL ROBBINS 
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CHAPTER I 


THE OBJECT OP THE ESSAY 

1 The object of this essay is to discuss from 
a iL international point of view the economic sig-y 
mficance of various types of planning 

But this statement, accurate enough as a label, 
does not really make sufficiently exphcit the 
ground which it is intended to cover “ Plan- 
mng” IS the gra nd panacea of our age But un- 
fortunately its meamng is highly ambiguous In 
popular discussion it stands for almost any pohcy 
which it IS wished to present as desirable Indeed 
there can be no doubt that it is this veryambigmty 
which lends it attractive force Men do not cherish 
vague emotions about precise concepts When 
the average citizen, be he Nazi or Commumst or 
Summer School Liberal, warms to the statement 
that “ What the world needs is planmng ”, what 
he really feels is that the world needs that which is 
satisfactory It is m fact almost certain that the 
more of a plan he is actually confronted with, the 
less general wiU be his emotion, the less hkely his 
agreement with the other members of the crowd, 

3 
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Now, strictly speaking, all economic life in- 
volves planning Economic activity is activity 
mvolving the disposal of scarce goods , and the 
disposal of goods, m so far as it is in any way 
purposive, necessanly involves some kind of 
plan The consumer spending his mcome, the 
producer arranging his output, the investor de- 
ciding how much to save and in what hues to 
mvest it, are all planmng To plan is to act 
with purpose, to choose , and choice is the essence 
of economic activity ^ 

It IS clear then that, no matter what the social 
system, we all plan m greater or less degree But 
it IS clear too that as soon as there is more than one 
individual planmng, the different plans may not 
harmonize If my plan and your plan involve 
usmg the same instruments, it may well be that, 
m the absence of co-ordmation and authonty, the 
one plan may be frustrated by the other My 
plan may be reahzed by robbmg you, yours by 
robbing me The result of our separate planmng 
may be disorder and chaos To avoid this, to 
secure that social relations involve a greater 
realization of individual plans rather than their 
mutual frustration, a co-ordinating apparatus, a 
social order, a social plan is necessary It is in 
this sense that the term plan figures in conteih- 
porary discussions of pohcy 

* I may perhaps be permitted to refer in this connection to my 
Nature and Significance cfi Economic Science, where these matters 
-e treated m some detail 
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But, this recognized, we are yet not very far 
advanced For, on the necessity for some co- 
ordination, some limitation of the freedom of the 
mdividual, there is really very httle disagreement 
The hberal who beheves that, given a smtable 
framework of law and order, spontaneous arrange- 
ments between private citizens will conduce to 
the public good, and the communist who beheves 
that nothing but central control of all productive 
activities will achieve the same end, are at least m 
agreement on this, that there must be some co- 
ordmating authority with coercive power their 
difEerences relate to the extent to which individual 
imtiative may be left free Even the anarchist 
who beheves that no authonty is necessary, that, 
provided there is no central apparatus of coercion, 
no arbitrary force will disturb the smooth conduct 
of mutually satisfactory private relations, even 
he beheves m an order of a sort It may be true 
that the logical conclusion of certain contempor- 
ary practices is the ultimate breaking ofE of all 
social relations But this conclusion is seldom de- 
fended Outspoken defence of the dissolution of 
the social bond, of the reversion to that state of 
nature where the life of man is sohtary, poq*, 
nasty, brutish and short, is a rare thing in huiflan 
history 

It follows therefore that the question to plan 
or not to plan, so frequently posed nowadays, is 
essentially a red hernng It has not been seriously 
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suggested that there should be no plan, no order 
in society The issue is not between a plan and 
no plan, it is between dif f erent kinds of plan To 
appropriate for one method of co-ordination a 
title which apphes to all, may be excellent pro- 
paganda But it is not conducive to a reason- 
able decision of the essential problem which is 
the best method to choose It may be that the 
hberal ^ plan of decentrahzmg much of the re- 
sponsibihty for the organization of production 
through the complex institutions of a system of 
private property is destmed to be superseded by a 
plan which brings responsibihty to the centre But, 
if this IS so, it will be the supersession of one plan 
by another, not the supersession of no plan by 
planmng We do not rise to the level of the mo- 
mentous decisions with which we are confronted 
if we flatter ourselves with the behef that it is 
]ust a choice between dehberately wilhng order or 
chaos 

Nevertheless, we may freely recogmze that 
the use of the term planmng in recent discus- 
sion has had a more limited significance The 
plans which have been urged on our attention have 
all had this charactenstic m common, that they 

1 It should be clearly understood that the use of the term hbe|al 
throughout this essay has no necessary reference to the programme 
of any particular political party m Great Britain It referp solely 
to a certain social philosophy There can be little doubt that Mr 
Lloyd George’s agncultural plans would have be^ more antipathetic 
to the founders of European lihertdism than many of the plans of the 
most radical sociahst 
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planning than was contemplated under the plans 
favoured in the hberal epoch. Individual plan- 
ning of consumption is not often called m question 
directly But individual planmng of production 
to meet the demands of consumers, this, m one 
way or another, is to be extensively curtailed, or 
indeed completely superseded “ Plan mng ”, m 
the modern jargon, involves governmental control 
of production m some form or other It was the 
aim of the hberal plan to create a framework 
within which private plans imght be harmonized 
It IS the aim of modern “ planning ” to supersede 
private plans by pubhc — or at any rate to relegate 
them to a very subordmate position 

2 It IS the object of this essay to discuss some 
of these plans and to contrast them with others 
which are yet conceivable But it is proposed to 
discuss them from a special point of view, which 
must be made exphcit here at the outset Recent 
discussion of econonuc planmng has tended to 
concentrate upon one of two aspects Either it 
has been concerned with discussion of the effects 
of the pla nnin g of particular industries — ^the 
planmng of British coal or the planmng of agri- 
culture, for instance Or it has discussed the 
general question of the practicabihty of a society 
completely planned from the centre — ^the problem 
of the economics of a closed sociahst (or com- 
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mumst) commuiuty Both these enquines are 
important But, even together, they suffer from 
a certam lack of actuahty. Discussion of plans 
for particular mdustnes is obviously incomplete 
If pushed to its logical conclusion it must involve 
discussion of general planmng as we shall see 
later on, the “ planmng ” of particular industries 
almost inevitably tends to spread On the other 
hand, the problems which arise when it actually 
does spread are hardly exhausted by abstract 
discussion of the problems of pure collectivism 
For, m the world we hve in, planmng is done 
by states , and the authonty of each different 
state IS not co-extensive with the total sphere 
of world economic activity National planmng 
takes place in an international milieu We leave 
out of the picture some of its most important 
problems if we omit its mtemational imphcations 
and discuss merely what happens when ‘‘the” 
state does this or “ the ” government does that 
Moreover, even if we assume, as it is useful for 
certam purposes to assume, that the present 
anarchy of mterstate relations is removed and one 
state only exists, we yet do not do justice to the 
nature of the problem unless we keep continually 
in€nmd a state of the extent and complexity of 
the world as it actually is, with its present distri- 
bution and variety of resources, its vast popula- 
tion and the varying density of this population m 
different places The problem of collectivism is 
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m this sense a practical one It is clear that a small 
commumty, a patriarchal family or a small tnbe, 
can be run on collectivist hnes with no breakdown 
of the mechamsm of economic calculation The 
problem with which the twentieth century is con- 
fronted IS whether a sirmlar solution is possible 
for a commumty of world dimensions 

For all these reasons it seems worth while 
examinmg the significance of different kinds of 
plannmg from a specifically international point of 
view — a point of view at once more general than 
discussion of the particular effects of isolated 
acts of national planmng and less abstract 
than discussion of the economics of the closed 
sociahst commumty Qt is this which is the inten- 
tion of this essay The argument will fall into 
three main parts In the first wiU be discussed 
the tendencies and the sigmficance of indepen- 
dent national planmng In the second will be dis- 
cussed various proposals for international controls 
of particular sections of the economic field, inter- 
national agreements regardmg trade, international 
regulations of particular hnes of production, 
international regulation of conditions of labour 
Finally, in the third, an attempt will be made to 
discuss the problems of complete international 
planmng on both sociahst and hberal hnes 
Throughout these sections the standpoint adopted 
•IS Internationa^ The various plans exammed 
are judged accordmg to their effects on the 
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welfare of humanity as a whole It is assumed 
that the citizens of different states may be 
regarded as members of one general world com- 
munity The criterion of rational planning is 
assumed to be conformity to the requirements 
of an international order In a concluding 
chapter, an attempt is made to decide in what 
sense there may be conflict between these re- 
quirements and the mterests of the different 
national groups Naturally nowhere will the 
treatment pretend to exhaustiveness The aim 
throughout is to see the mam problems in their 
proper proportions, not to examme them in all 
their detail 
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INDEPENDENT NATIONAL PLANNING 




CHAPTER II 

THE NATURE OP NATIONAL PLANNING 

1 Our first task, according to the programme 
just outhned, is to examine the international 
significance of mdependent national planmng — 
using planmng in this context to mean collective 
control or supersession of private activities of 
production and exchange 

In a sense, therefore, our first task is a survey 
of the contemporary world position Current 
discussion often suggests that the adoption of 
national planmng m the sense just indicated is 
still an open question But this is not so Our 
age IS an age of independent national plannmg 
The degree of completeness of different systems 
vanes greatly, from the totahtarian planmng of 
Soviet Russia on the one hand, to the exchange 
controls and marketmg boards of the outlymg 
raw matenal producmg areas on the other The 
objfect, too, varies greatly In some cases the 
plans are designed qmte debberately to supplant 
the institutions of the free market In others they 
are the more or less haphazard resultant of desper- 
13 
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ate attempts to meet the exigencies of what is 
beheved to be a transitory emergency The fact 
remains, however, that at the present day control 
by the different national authonties of the main 
processes of economic activity is rapidly becoming 
the ride rather than the exception This process 
has been greatly accelerated in the recent depres- 
sion In many ways the most conspicuous feature 
of the upswing which has taken place since the 
low point of 1931-32 has been the extent to which 
recovery in different parts of the world has been 
national rather than international — the product 
of local pohcy rather than of general revival At 
the present time there is not one trade cycle but 
many, each no doubt m the last resort still in- 
fluenced by external conditions, but, in origin and 
degree of development, each different from the 
others The real question is, not whether national 
plannmg should be adopted, but rather what 
happens now that it is a doimnant feature of the 
mternational situation 

2 The most obvious instrument of national 
pla nnin g in the sphere of international business is 
the tariff It has the longest history and the 
most general usage Whether in fact the tanff 
systems of the mercantilist era had the coherence 
of plans may be debated But there is nO ques- 
tion that they were defended as such by con- 
temporary wnters and it is sigmficant that the 
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nineteenth-century histonans, such as Schmoller 
or Cunningham, who were the intellectual leaders 
of the attack on international hberahsm, based 
their apology for the revival of mercantihst prac- 
tices on the ground that the essence of mercantil- 
ism was national planmng At the present tune 
such practices are general Smoe the abandon- 
ment of free trade by Great Britam, there is no 
example of an important Power which does not 
have recourse to tariffs as a means of regulating 
its relations with the outside world We all have 
“ scientific ” tariffs now 

The objects of such regulations are, however, 
various In the heyday of mercantilism, chief 
emphasis was laid upon the accumulation of 
treasure If it could be so arranged that year by 
year the nation contracted less obhgations to pay 
money abroad than were contracted with it, then, 
it was thought, there would result an inflow of the 
precious metals, with highly beneficial effects all 
round “ The ordinary means to encrease 
our wealth and treasure is by Forraign Trade 
wherein we|f must ever observe this rule, to sell 
more to strangers yearly than wee consume of theirs 
m value,” said Thomas Mun, whose book, we are 
told, was the Bible of Mercantihsm Much scorn 
ha^ been poured on this pohcy by mneteenth- 
century writers, on the ground that it mistook 
money for wealth, a store of the precious metals 
for general weU-bemg But this is altogether too 
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simple Whether we hke t hi s pohcy or not, we 
must give its educated apologists credit for rather 
more mtelhgence than this And indeed it seems 
clear that, m the last analysis, their concern with 
the precious metals and the balance of trade was 
not at all dissimilar from that of many recent 
writers on these subjects They were anxious to 
secure the benefits of local inflation If the 
balance of payments were favourable, if “ wee 
sold more to strangers than wee consumed of 
theirs m value ”, there would be an inflow of the 
precious metals, the circulation would increase, 
trade would become bnsk and the nation would be 
prosperous Our termmology is more sophisti- 
cated nowadays But there is really no essential 
difference here from the arguments with which 
Enghsh economists broke down the resistance to 
tariffs m 1931 — save that the mercantihsts do not 
appear to have urged that turmng the balance of 
trade in our favour would brmg great benefits to 
otTwr nations 

In the years between the pubhcation of The 
Wealth of Nations and the Proposals for a Revenue 
Tariff, however, these arguments were not held m 
great esteem by competent authorities The con- 
tradictions implicit in the spectacle of a world in 
which the government of each nation attempted 
by means of tariffs to turn the balance of ttade in 
its favour, had more weight with the economists 
of those times than considerations of the momen- 



NATUEE OF NATIONAL PLANNING 17 


tary advantages whicli miglit be snatched from 
such a policy It was realized that the infla- 
tionary stimulus of the imposition of a tariff 
depended essentially upon the refusal of other 
nations to pursue a hke course It was realized 
too that such a stimulus was soon spent and 
that, m order that it might contmue, a continu- 
ous rise in the tariff was essential Hence the de- 
fence of tariffs as a means of securmg a favour- 
able balance of trade was left to the lesser lights 
of pohtical journahsm , and those apologists for 
tanflts who wished to be taken seriously by edu- 
cated people had recourse to other arguments 
The first and the most considerable of all these 
arguments was the celebrated “ infant industry 
argument ” which sprang from the work of Hamil- 
ton and List It was held by these writers that while 
complete freedom of trade was the appropriate 
commercial pohcy for “ developed ” nations, it 
was desirable at a certam stage that the growth 
of manufactunng industry should be promoted by 
protective duties Once the infant was mature 
the duty should be discarded But durmg the 
process of growth, it was said, protection was in 
the general mterest Throughout the mneteenth 
century this argument was made the pretext for a 
vast structure of pohcy In the Umted States, m 
Germany, in those of the British Colomes which 
achieved tanff autonomy, the alleged necessity 
for building up national mdustry was made the 
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pretext for lugh protective duties — duties, it 
should be said, which, contrary to the Listian 
prescnption, it was found necessary to maintain 
long after the mfants had grown to gigantic pro- 
portions Smce the war, with the carving out of 
new nations by the treaties, new areas have been 
found to be deficient m manufacturing industries 
In the secession states of Central Europe and in the 
Insh Free State, a virtual exclusion of competmg 
foreign products has been necessary to brmg the 
somewhat recalcitrant local infants to birth No 
doubt were the prmcipahty of Wales or the duchy 
of Cornwall to obtain the much-prized powers of 
self-detenmnation, similar arguments would be 
invoked in support of similar policies 

The protection of domestic manufacture, how- 
ever, leaves large sections of the commumty un- 
pnvileged As the mneteenth century wore on, 
as the development of mechamcal transport 
brought food products from areas where land was 
very cheap to areas where it was still very dear, 
it began to be felt, especially by the landlords of 
the latter areas, that a new field for national 
plannmg lay open In the mneties, particularly 
m France and Germany, there arose a school of 
thought, of which A^otfWagner was the out- 
standmg representative, which held that it was m 
the interests of the state that industriahzation 
should not be allowed to go “ too far ” List 
held that it was uneconomic to have “ too httle ” 
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manufacture, Wagner that it was uneconomic to 
have “ too much ” Bemg unwilhng to urge the 
invahdity of the arguments for industrial protec- 
tion, he therefore urged the erection of protective 
duties on agricultural imports, on the ground that 
by such a policy a “ due balance ” would be 
secured between the vanous branches of the 
national economy T h is argument has enjoyed 
great popularity The idea of a balance between 
industry and agriculture, although, as we shall 
see, lackmg much in precision, has afEorded a basis 
on which the most exacting claims of the agri- 
cultural and industrial interests appear to be 
reconcilable without concession to the “ extrem- 
ism ” of free trade If in doubt, raise all tariffs 
In the years since the war, when the apphcation 
of scientific techmque to vanous branches of 
agriculture has greatly dimimshed the labour 
necessary to produce a given output, the alleged 
necessity of maintaimng a certain proportionate 
distnbution of effort between agriculture and 
mdustry has led to the erection of obstacles to 
the diminution of agncultural prices whose dimen- 
sions are truly remarkable To maintain the “ due 
balance” between the interests of agriculture and 
mdustry in Germany, the unfortunate consumers 
are* compelled to pay for the elementary neces- 
sities 6f life prices, m some cases fifty, in some 
bases a hundred and m some cases two or even 
three hundred per cent higher than the prices 
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outside the boundary The detached observer — 
if such still exists in that miserable country — may 
easily conceive the benefits of such a balance to 
the pockets of the landlords and the peasantry 
But he may well wonder whether, to the unfor- 
tunate industrial worker, the spectacle of so many 
extra hectares of land under cultivation is a sub- 
stantial compensation for the other goods and 
services which he might have procured had the 
pnce of food been lower 

The argument for tariffs, as instruments for 
promotmg “ due balance ” within the national 
economy, has long transcended theorigmal dreams 
of agricultural enthusiasts The fostermg of the 
manufacture of crude steel, the production of 
dolls’ eyes, the consumption of home-grown rhu- 
barb, have all been found to be capable of defence 
by the same elastic argument There is one group 
of mdustnes, however, to which tariffs, as such, are 
obviously not apphcable, the mdustnes catenng 
predommantly for export A protective tariff 
can do nothmg to sustam exports which are 
unable to compete on foreign markets It can do 
nothmg to guard against competition abroad 
In such circumstances, however, the type of 
plannmg we are considermg is not helpless It 
cannot charge duties on imports mto foretgn nfar- 
kets But it can subsidize the domestic industry 
which competes with these imports The bounty on 
export 18 the complement of the duty on import 



OH 11 NATURE OF NATIONAL PLANNING 21 

Within limits such a pohcy is often adopted 
The interventiomst states, unwilhng to see their 
shipowners too much embarrassed by their own 
and other people’s tanffs, have not infrequently 
subsidized shippmg Special railway rates have 
been offered to exporters using state railways, 
and in many other ways concealed subsidies have 
been paid to exporters But clearly the practical 
limit to this sort of thing is much lower than the 
limit to protective duties For the subsidy costs 
money , and the extent to which the average 
voter IS wilhng to see the taxes he pays devoted 
to subsidizmg particular mdustnes is very much 
less than the extent to which he is willing to forgo 
the advantages of cheap purchases from abroad 
Perhaps this is short-sighted My real income is 
depleted as much if I pay ten pounds a year more 
for bacon because I am forced to buy bacon from 
home producers, as if I hand over an extra ten 
pounds a year to the mcome-tax authorities to be 
given to the owners of tramp steamers But the 
fact IS that I am much more hkely to squeal at the 
higher tax than at the higher price, and this sets 
a hmit to pohcy The export subsidy only plays 
a large role when it can be mdirectly granted by 
differential exchange depreciation This instru- 
ment IS of very recent invention At the present 
time it IS chie% used m Glermany It must await 
the next depression before it is more widely 
adopted. 
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3 It follows from all this that we must not 
underestimate the extent to which tarfs and 
subsidies may be conceived as instruments of 
national planmng To English radicalsTbrough't 
up in the tradition of regarding all tariffs as con- 
spiracies against the pubhc weal, such a view 
must seem highly paradoxical But it is not so 
It IS qmte true that the various tariff systems 
have frequently, mdeed usually, been perverted 
by simster interest But we simplify matters 
unduly if we suppose that all the plans which 
have been thus perverted, have had necessarily a 
sinister origin However much we may disagree 
with their views, we do not get thmgs in proper 
perspective if we are not willing to assume that 
the leading apologists for tanffs have been 
honest men, sincerely anxious for the public good 
Nor IS the accusation of class bias any more 
admissible It is true that, m Great Britain, 
support of tariffs has usually come from the Eight 
But elsewhere, even m Enghsh-speaking countnes, 
the bias has often been reversed In Austraha, to 
take a conspicuous example, the protection of 
manufacturmg mdustry has been nowhere sup- 
ported more strongly than by Labour In India 
the leading progressives are for the most part 
Listian protectionists We shall not get corfect 
views on this very difficult subject if we are not 
wilhng to shake off ancient prejudice sufficiently 
to enable us to see protectiomsm (including sub- 
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sidles) as a leading species of the genus national 
plan 

It must be admitted, however, that it is a very 
mild form of planmng The tariff imposes certain 
obstacles to trade But withm this framework of 
obstacles the disposition of capital and labour is still 
uncontrolled from the centre The organization of 
production is stiU free Provided that the duty is 
paid, even the goods which are taxed may come m 
It IS as though the national area imposmgthe tariff 
had moved further away from other areas or 
that the cost of moving goods between areas had 
been enhanced by greater inefficiency of transport 
in respect of the commodities protected Natur- 
ally this means a different distribution of produc- 
tive resources It is just in this that the planmng 
consists It IS more profitable to produce the 
commodities protected or subsidized, less profit- 
able to put money into other forms of production 
But, given the new conditions, production is still 
guided by the market Private enterprise is not 
superseded The sphere within which it plans is 
hmited still further than under free trade Cer- 
tain opportumties of profit, certain econonues m 
the use of the factors of production, are ruled out 
But a considerable degree of private planmng still 
persists 

It follows, therefore, that planmng by tariffs is 
•not hkely to be acceptable to the advocates of 
complete planning from the centre Within the 
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hrmts prescnbed by the tanff system, it leaves the 
orgamzation of production under private direc- 
tion , and it IS the mam contention of the advo- 
cates of central plannmg that “ mdividuahstic ” 
organization of production is inefficient Against 
this behef the protectiomst must necessanly argue 
at a disadvantage He has admitted that pnvate 
enterprise by itself will not gmde productive re- 
sources mto what he regards as the “ best ” 
channels How then can he argue that, within 
the limits prescnbed by the tariff, its operations 
will necessarily be efficient ^ To the dogmatic 
behever in the essential mefficiency of any pro- 
duction which IS not planned from the centre, the 
kind of planmng mvolved by the tarifi will seem a 
very poor half-way house 

Moreover, even from the point of view of 
the protectiomst, such measures are not always 
very effective instruments The object of the 
tanff or the subsidy is to prevent the propor- 
tion of factors of production devoted to cer- 
tam kmds of industry falhng below a certain 
figure by reason of the competition of cheap 
imports — ^to prevent the “ extinction of agncul- 
ture ”, “ the anmhilation of the iron and steel 
trades ”, etc etc etc In qmet times of slow 
change it may be reasonably effective for Mus 
purpose But if techmque is changing rapidly, or 
if there occur large dislocations on account of 
other people’s tariffs, it may well happen that it 
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breaks down To prevent the industry which it 
IS desired to protect from being “ rmned by a flood 
of cheap imports ”, a tariff may be completely 
meffective To stop the cheap imports m such 
circumstances, not tanffs but prohibitions are 
necessary It is in this way that import quotas 
have sometimes been bom This is indeed the 
official apology for the quotas on agncultural 
imports now m vogue m continental Europe ^ 
Similarly with subsidies to export If markets are 
severely disorgamzed, the magmtude of subsidy 
necessary becomes an mtolerable burden 

For all these reasons, m the modern world there 
IS a tenden cy to gojbeyond tanffs and subsidies m 
the planmng of production Particular branches 
of industry are nationahzed just because it is 
thought they should be planned The volume of 
different types of imports is subject to quantita- 
tive control on the ground that tanffs would be 
inadequate The business of export is centralized 
m the hope of favourably affectmg the value of 
sales 

Moreover each tendency reinforces the other 
It IS clearly conceivable that there should exist 
control schemes without import quotas or import 
quotas without control of domestic production 
Buf such arrangements are not hkely to happen 
There is a strong probabihty that, wluchever way 

* For a good account of the genesis of the French import quota 
system see Haight, French Import Quotas 
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the start is made, and whatever motive is opera- 
tive, one type of control will involve the others 
Thus it is possible to conceive nationahzed in- 
dustry which IS left free to face foreign competi- 
tion But it IS not hkely that we shall see such 
an experiment Suppose that it were decided to 
nationahze the Lancashire cotton industry It is 
conceivable that it might be decided to continue 
to permit free (or hghtly taxed) imports of cotton 
goods from abroad But it is much more prob- 
able that the controllmg authority would be given 
the monopoly of the domestic market It would 
surely be thought unwise that so bold an expen- 
ment in sociabsm should be jeopardized by the 
“ wanton ” import of cheap goods from Japan 
In exactly the same way, if the thing starts by 
the quantitative control of imports, it is highly 
probable that it will lead to control of domestic 
industry It will lead to control of the mechamsm 
of import The allotment of hcences to hitherto 
competing importers is admimstratively so diffi - 
cult and mvolves so many anomahes that there 
IS a strong incentive to go the whole hog and set 
up some sort of collective buying apparatus — an 
import board — to deal with matters as a whole 
It will lead, too, to control of the production of 
the commodity protected If the aim is to restore 
prospenty to a particular branch of industry, 
it would be “ fatal ” to allow the market to be 
depressed by the entry of new capital to the 
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industry We see this tendency operative in 
the British experiments m agricultural planning 
In the Hop Scheme, which is logically the most 
advanced and coherent, it has been found neces- 
sary to supplement arrangements for collective 
marketing and (informal) control of imports by 
licensing of production Indeed the ideas of 
planmng domestic production and quantitative 
control of import and export are necessarily 
intimately connected They are complementary 
halves of a common pohcy of planmng The 
British Mimstry of Agriculture has been strongly 
cnticized for the view expressed in the Keport 
on the Eeorgamzation of Pig Marketing that the 
merits of quotas as instruments of long-term 
planmng have as yet been inadequately appreci- 
ated * and if we have regard to the havoc which 
has been worked m recent times by the growth 
of such regulations, such criticism may seem to 
be justified But from the point of view of 
men who were determined to brmg about the 
sociahzation of British agriculture, the proposi- 
tion was completely consistent State control 
of domestic industry and quantitative control of 
import and export are almost inseparably con- 
nected 

Now this type of planmng, even more than 
planmng by tariffs and subsidies, has a tendency 
to spread We all know that if one industry is 
given the protection of a tariff, many others will 
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clamour for like favours It is possible, however, 
that a strong government may resist this pressure 
The tariff is part of a plan, they may urge To 
erect others would tend to nulhfy its effects 
Austerities of this sort are certamlyrare m history 
But they are not completely impracticable 
But with the morefuU-blooded type of planmng 
we are now discussing, things are different The 
quantitative control of foreign trade or domestic 
production seems to involve a sort of principle of 
multiphcation To control effectively in one hne 
it IS necessary to extend control in others Dunng 
the war it was found that if the state assumed 
control in one small section of mdustry, it was 
rapidly compelled, m order to give effect to its 
pohcy, to control aU branches of industry re- 
motely connected with it In exactly the same 
way, in peace-time, if the government assumes 
control of one branch of agnculture and agricul- 
tural imports, it is not long before the repercus- 
sions of this pohcy bnng mto being a situation in 
which it IS necessary to control other branches If 
the import of milk products is restncted, then 
internal production of milk formanufacturing pur- 
poses mcreases If thisas not to break the market 
it IS necessary to control production — that is to 
say, to limit the amount of capital and labour 
that may be devoted to this branch of farming 
But if this is done, then the capital and labour 
which IS outside the charmed circle will cry also 
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for loaves and fishes And this pressure is much 
more diflicult to resist than more pressure for a 
tanff For in the case of the tariff it can be said 
“For reasons of state we have encouraged this 
branch of industry We see no reasons to en- 
courage yours Your misfortunes are due to 
general causes which we think it would be unwise 
to attempt to control ” But in the case of the 
quota-plus-domestic-licence system, this kmd of 
argument will not do For the misfortunes of 
the complainants are due to domestic pohcy The 
prohibition of investments m the planned area 
means that those excluded have to be content 
with a lower return outside The Mimster may 
turn the deputation from the door But it will be 
very hard for him to do so Pla nning of this sort 
IS a quicksand You may mtend to step ever so 
hghtly But you are almost certain to be drawn 
in completely The thorough carrymg-out of the 
planmng of particular mdustnes sooner or later 
mvolves the planmng of most of the others. 

4 At the present day this process has gone 
far The extension of government control both of 
domestic production and of foreign trade proceeds 
apace In the sphere of foreign trade it proceeds 
mudh more by the limitation of imports than by 
the control of exports The one is so much more 
simple than the other Moreover it is what 
domestic producers demand But since the im- 
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ports of one area are the exports of another, it is 
possible greatly to exaggerate the freedom of the 
export trade from some form of government con- 
trol There are still large areas of economic 
activity where state planrung of the kind we are 
discussing IS not operative directly But they 
are very much less than they were five years ago, 
and their size is still diminishing 

But the tendency to national planmng does 
not stop short at the control of estabhshed hnes 
of industry The creation of new industry is 
also to be regulated One of the main aims of 
national planmng, in the contemporary sense of 
the word, is the regulation of long-term invest- 
ment, especially of foreign investment 

Now some control of individual investment is 
not a new thing In Great Bntain, up to the out- 
break of the Great War, it was rare But m 
continental Europe, foreign mvestment, at least, 
was often subjected to a considerable degree 
of regulation International financial operations 
were made subservient to the obscure devices of 
balance-of-power diplomacy ^ The savings of the 
French peasants cemented the Franco-Russian 
alhance The making of treaties and the grant- 
ing of loans were often complementary operations 
But the kind of control now contemplated 


1 Marxian readers should note the sequence So far as mrestment 
m Europe was concerned, finance followed politics, not politics 
finance See Feis, Europe the World's Banker, passim 
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IS qmte different The pre-war control had a 
hmited pohtical objective The post-war control 
has wide-sweeping economic aims It seeks to 
control not merely isolated investments but the 
whole mechanism of long-term lending Nor can 
it be conceived to stop at that Sooner or later it 
involves nothing less than the complete national- 
ization of the whole mechamsm of lending and 
borrowing Not merely the long-term, but even 
the short-term market, must also eventually be 
planned 

We can see this very clearly if we examme 
the tendencies operative The roots of the move- 
ments are twofold On the one hand, it sprmgs 
from the general distrust of the workings of the 
free market free capital, it is thought, should go 
where the national authorities decide, not where 
expectations of profitabihty lead it On the other 
hand, it is the outcome of the mcreasmg participa- 
tion by states in particular hues of industry If 
a state has invested resources m a particular in- 
dustry it IS most improbable that it will allow 
competition from withm its own borders Invest- 
ment m that hne is therefore prohibited, save by 
permit If the Bntish Government has guaran- 
teed investment m a Cunarder, it prohibits the 
acquisition of Red Star hners for a competitive 
enterprise If this sort of thmg becomes general, 
the field of free investment becomes hmited The 
rate of return on new investment tends to fall A 
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demand arises that the state itself shall provide 
new openings for capital Thus, both negatively 
and positively, the part played by the state in the 
control of long-term investment tends to mcrease 
But this IS not all The control of long-term 
investment cannot be made effective so long as 
only new issues are controlled The regulation 
must be much more far-reaching Let us suppose 
that a national mvestment board is set up with 
the object of controUmg new issues For reasons 
into which we need not enquire, it decides to pro- 
hibit the flotation of a certain foreign loan What 
happens ^ In the absence of further control, the 
issue IS hkely to be made in another centre Then 
when the commissions have been made by foreign 
houses, it will be sold to the citizens of the state 
where new mvestment is controlled, ma the 
mechanism of the stock markets Unless the 
control IS to be meffective, it must be extended 
The stock exchange list, that is to say the market 
m old securities, must also be controlled 

But this also will not be effective unless the 
control goes further still K I cannot buy the 
security I want, either on the market for new 
issues or on the stock exchange at home, I transfer 
my money abroad and buy it on a foreign stock 
exchange It follows, therefore, that foieign 
transfer too must be controlled It must be 
made impossible for me to acquire a balance 
abroad if I propose to use it for ends which defeat 
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the purpose of the National Investment Authority 
If therefore it is not to be merely nonnnai, the 
control of new investment leads, not merely to the 
control of the purchase of old securities, but also 
to control of the foreign exchanges The British 
Government, which has recently been dabbhng in 
the control of investment, not so much with any 
dehberately mdustnal plan in mind as with a view 
to mampulatmg the market for its own conversion 
operations, has been lucky The risks of the posi- 
tion elsewhere have imposed so great a check 
on foreign investment of any kind that only 
the mildest of regulations has been necessary to 
secure its hrmted objective But let prosperity 
return elsewhere, say by means of a thorough- 
going boom on Wall Street, and it will need more 
than pohte restraints on new issues to prevent 
money rates from hardemng 

5 This tendency to the planmng of the capital 
market is very powerfully reinforced by other 
tendencies in the sphere of monetary pohcy 

The provision of a satisfactory money is a 
matter which has usually mvolved some degree of 
planmng from the centre Arrangements are of 
course conceivable whereby, as m China under the 
silver standard, the commodity used as money is 
supphed by private enterprise and tested by the 
scrutiny of users But the use of money by 
weight rather than by tale is an obvious incon- 
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vemence , and even m a system of purely metallic 
coinage it has usually been thought desirable that 
the state should play some part by regulating the 
nature and the quality of the umt As the credit 
system developed, regulation by the national 
authority has been thought to be more and more 
essential 

But, speakmg broadly, it may be said that, up 
to the war, the trend of development was more 
and more in the direction of an international 
money We must except from this statement 
certam developments in the sphere of banking 
pohcy which we shall have occasion to discuss 
later ^ But in the mam the trend was inter- 
national One by one the different states brought 
their currency arrangements into the framework 
of the international gold standard They de- 
hberately planned an international money 

Since the war all this has changed Partly as 
a result of the financial difficulties of the ex- 
belhgerents, partly as a result of a desire for 
autonomy as regards the price level, partly in 
response to a demand for pubhc expenditure to 
create employment, many of the chief Powers have 
ceased even the pretence of adjustmg their pohcies 
to the exigencies of the international plan They 
have expanded when the balance of payments*was 
against them. They have reframed from con- 
tracting when pnces and costs withm their area 

* See Chapter X, para 6, below 
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were out of international equilibrium They have 
resorted to exchange mampulation to produce 
revival from depression 

It IS obvious that all this is qmte incompatible 
with the maintenance of an international money 
— other than bar gold privately hoarded The 
attempt to work the gold standard on these 
nationalistic hnes broke down qmte defimtely m 
1931 Since then, although there are still some 
who pretend that it is possible to have both 
the benefits of an international and a national 
money at once, the most enhghtened advocates 
of national monetary autonomy perceive that 
it involves inevitably the abandonment of the 
regime of fixed exchanges 

It involves much more than this It involves 
central control of the foreign exchange market 
The movements of a completely free exchange are 
very disconcerting They provide, even for day- 
to-day business, a medium of exchange which is 
highly unstable It follows therefore that, even 
if actual control of indmdual transactions is not 
immediately resorted to, attempts will be made to 
introduce a hmited stabihty by extensive bujong 
and selhng by exchange equahzation funds and 
the hke It is highly improbable that the evenmg 
out,* even of day-to-day fluctuations, will be left to 
a free market 

• But such devices are only effective withm 
hmits An exchange equalization fund can only 
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produce stability within the hmits of its own 
resources If the tide sets strongly in one direc- 
tion there comes a pomt at which it must give up 
the fight It IS no accident that in those areas 
where there has been real danger of a flight of 
capital, exchange deahng by the central authority 
has been found qmte inadequate to produce the 
stabihty desired. Here again we should be care- 
ful of regarding recent British experience as 
typical The extraordmary prudence of the Bank 
of England, together with the extraordinary 
risks of capital investment outside Great Britain, 
have brought it about that the operations 
of the Exchange Equalization Fund have been 
reasonably effective Given different conditions 
elsewhere and a central bank of less conservative 
habits, it IS almost certam they would have broken 
down A government, bent on an expansionist 
pohcy regardless of external conditions, but un- 
wilhng to see an indefimte depreciation of the 
external value of its money, would be compelled 
to resort to thoroughgomg control of the ex- 
changes Not the loose and informal disciplme 
of the London money market but the highly 
efficient controls of Dr Schacht are the model for 
the planned state of the future 

6 There is a further feature of national plan- 
nmgwhich has hitherto almost completely escaped 
notice, although, if we take the secular view, 
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it IS probably the most important It mvolves 
tbe complete control of migration ^ National 
planmng involves not merely tbe suspension of 
laissez faire as regards movements of trade and 
investment mvolves also tbe suspension of 
laisse z passer as regards tbe movements of men 
^ Tbe reason for tbis is obvious Even before 
tbe war, witb certain developments of tbe social 
services, it was becoming clear that, if a state 
or a local government autbonty provided for tbe 
inhabitants of tbe area concerned a substantially 
bigber level of uncharged benefits than were pro- 
vided elsewhere, steps would have to be taken 
to prevent immigration It would be resented if 
the taxable capacity of Great Bntam were to 
be exhausted for the benefit of immigrants from 
Central Europe 

What was true of pre-war social reform 
naturally appbes a fortiori to post-war planiung 
Only tbe citizen of a planned economy is entitled 
to work or mamtenance If national planmng 
raises the standard of bfe, it is important that tbe 
increase should not be absorbed by imnugration 
If it lowers it, then immigration would only make 

^ It did not escape the notice of Edwin Cannan, who devoted one 
of the most original of hie pie war essays to the subject “ The 
Incompatibility of Sociahsm and Nationalism ”, Economic 
Outlook, pp 281 297 Caiman was temperamentally an optimist 
and hoped for the growth of mtemational sentiment to remove the 
cdistacles to which he drew attention But it would not be too 
much to say that the salient features of the post war Nazification 
of Europe are outlmed in this short essay 



38 INDEPENDENT NATIONAL PLANNING pt i 

things worse Even if market principles of re- 
muneration still obtain, the argument for restric- 
tion IS all-powerful In the planned economy the 
labour market is protected 

For such reasons the victims of continental 
terrorism, unless possessed of influence, of capital, 
or of special techmcal quahfications not possessed 
by local labour, must be shipped back to “ the 
country of origin ” 



CHAPTER III 


THE INTERNATIONAL SIGNIFICANCE OF 
NATIONAL PLANNING 

1 It is not difficult to see that the immediate 
effect on the world at large of the introduction of 
such measures as we have been discussmg may be 
very gravely disturbmg The history of the last 
few years provides us with abundant examples 
The multiphcation of tanffs and quotas, the con- 
trol of capital movements, the mampulation of the 
foreign exchanges, have had highly deflationary 
consequences Indeed, it is no exaggeration to 
attribute both the seventy of the depression and 
the somewhat precanous nature of the recovery 
which has followed to the existence of influences 
of this sort ^ The dislocation in the estabhshed 
channels of trade which has been brought about 
by the recovery policies of the various states 
has been such that it would have been a miracle 
if it had been otherwise 

. * In a recent work on post war economic history, The Chreat 
Depresston, I have attempted to demonstrate this in some detail 
See especially chaps iv and n 
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It would be possible to dwell at some length on 
all this But at this stage it is not desirable to do 
so For it IS the purpose of our enqmry to m- 
vestigate principles rather than particular cases 
And although there are profound reasons for 
believing that the present troubles of the world 
are symptomatic of a state of affairs that may be- 
come permanent if present tendencies persist, yet 
it IS desirable to exaimne these tendencies un- 
impeded by consideration of what may be merely 
transitional difficulties Let us therefore attempt 
to examine the consequences of such pohcies 
without at first enquinng too closely whether 
they can even be introduced on a thorough-going 
scale without leadmg to grave difficulty We may 
conduct our enquiry most appropriately under 
the groupmgs developed m the last chapter We 
may exaimne the international consequences of 
the national plaiming of the movement of goods, 
of capital and of men In this chapter we shall 
be concerned with the effects of such planmng 
on the general distnbution of resources — the 
“ set-up ”, as it were, of the world apparatus of 
production We shall be asking to what extent 
the operation of national controls of this kind is 
likely to lead to what, from the international 
point of view, is to be regarded as a ratibnal 
disposition of productive power How far does 
it lead to the apphcation of effort at the points 
of maximum return * Havmg done this, we shall 
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then be free, m the next chapter, to examine some 
of the more dynamic tendencies of such a system 

2 Let us turn first to the planmng of trade , 
and let us first examine the international sig- 
mficance of tariffs We can then pass by an easy 
transition to more rigorous forms of planmng ^ 

If we review thmgs in the large, it should be 
fairly clear that the effect of national j^otection 
IS a diminution of international trade We may 
adnut the possibihty that, owmg to the imposition 
of tariffs on one class of commodity, markets else- 
where for other commodities may become so con- 
gested that new international outlets are sought 
We may admit, too, that it is conceivable that the 
threat of the imposition of tanffs by one nation 
may lead to the lowermg of tanffs by others — 
although, at this time of day, the suggestion that 
this sort of thing usually happens is not really 
very plausible But speakmg broadly there can be 
no doubt that tanffs, hke obstacles to navigation, 
tend to diminish trade 

' It will be observed that the argument of the following sections 
surveys ground already covered very often by the classical dis- 
cussion of free trade and protection But it surveys it from a 
different point of view The classical argument concentrates on the 
advantage or disadvantage of protective duties to the inhabitants 
of pafticular areas There will be something to be said about this 
in the last chapter of the essay But in this chapter the argu- 
ment IS directed to estabhshmg the trOemaltonal sigmficanoe of such 
restrictions Unless this is borne m mind, certam diSerences be- 
tween the present and the classical discussion are likely to bo 
nusunderstood 
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Now it IS just as well that we should have clear 
ideas of the concrete significance for the world of 
today of a substantial diminution of international 
commerce It means the dechne of shipping 
When Mr Keynes, the other day, urged that 
“ goods should be homespun wherever it is reason- 
ably and convemently possible ” S he was urging 
that the ports of the world should be allowed to 
decay and that ships and international railways 
sho uld be devotednhiefly to carrjong passengers 
It means, therefore, the dechne as centres of inter- 
national trade of such cities as London, Liverpool, 
Amsterdam, Hamburg, Shanghai, Alexandna 
The hvely bustle of the great entrepots must cease 
“ wherever it is reasonably or convemently poss- 
ible ” It means, too, the dechne of all those 
i^dustnes which have speciahzed m producing for 
export, the agriculture of the New World, the 
manufactures of the Old The Lancashire cotton 
mdustry must henceforward look chiefly to home 
jnarkets British engmeenng must no longer 
seek a market in foreign parts For a very long 
time to come, national planmng in this sense 
^ans^not merelyithe protection of home mdustry, 
it must also mean the creation of depressed areas 
The hmitation of imports necessarily means the 
limitation of exports It may not always be true, 
as the popular free-trade argument has sometimes 
suggested, that the limitation of imports into ‘a 

* “ National Self Sufficiency ”, Foie Bevteiv, vol xxu. p 765 
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particular area necessarily means an exactly com- 
mensurate limitation of exports from that area 
But it certainly does mean a commensurate limita- 
tion of exports from other areas For the imports 
of one area are the exports of other areas and if 
all areas hmit imports, they limit exports also 
The “ depressed areas ” are largely a by-product 
of economic nationalism 

But this consideration is not decisive unless 
international trade is to be regarded as an end in 
itself And clearly it is not this it is merely 
a means to an end, the satisfaction of demand 
The function of international trade is not to 
mamtain the export trades regardless of the 
demand for their products it is to satisfy demand 
more adequately If it could be shown that the 
contraction of mternational trade was conducive 
to more effective satisfaction of demand, more 
effective use of the productive resources of man- 
kind, then, despite the agomes of the transition, 
it might be regarded as a change to be welcomed 
But this IS not so A contraction of mter- 
national trade which is due, not to spontaneous 
changes m the direction of demand, but to the 
imposition of obstacles, must mean that the 
factors of production are used less efficiently, that 
demand m general is satisfied less adequately, than 
otherwise would be the case For the restriction 
of trade means the restnction of the international 
division of labour And the restriction of the 
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international division of labour means that the 
cost of production is greater, the vanety of pro- 
ducts IS less, than circumstances other than the 
obstacles necessitate It means that the wrong 
goods are produced in the wrong places and that 
demand which could have been met goes unsatis- 
fied There may be those who gam from such a 
restriction as there are those who gam from earth- 
quakes and shipwrecks But their gam is an 
mcreased share of a volume of production which 
IS less than might otherwise have been the case 
And if earthquakes and shipwrecks become 
general, the probabihty of eventual individual 
gam becomes small "^o can seriously beheve 
that the world at large 5 richer as a result of 
the various national restnctions which have led 
to the present contraction of international trade * 
It 18 important to be clear on this point It is 
sometimes thought that the advantages of inter- 
national trade and the division of labour which it 
makes possible, are confined to the exchange of 
those products which it is impossible to produce 
“ at home ” The different nations should pro- 
duce all that they can withm their own borders, 
it IS said But beyond that, there is an advantage 
m procurmg by way of exchange, commodities 
which, for geological or chmatic reasons, It is 
impossible to produce at home It is thought 
to be highly enhghtened to urge the national 
authorities that protection can go “too far”. 
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The import of pepper is advantageous , only the 
import of pigs IS a mistake 

But this IS a misapprehension The advan- 
tages of division of labour do not consist merely in 
permitting us to obtain by way of exchange only 
those things which we cannot produce for our- 
selves They consist rather in permitting us to 
obtain by way of exchange everything save those 
commodities which we are best at producing The 
advantages of international division of labour are 
essentially that it permits the mhabitants of each 
area to concentrate the apphcation of their re- 
sources on those lines of production in which they 
are most efficient, getting what else they want for 
their own consumption by way of exchange with 
abroad If each produces what he can best con- 
tribute to the common pool, the common pool is 
a maximum relative to the opportumties avail- 
able Costs are lower, prices are less, than other- 
wise would be the case ^ 

This rule is completely general It apphes qmte 
clearly to the case where the inhabitants of dif- 
ferent areas have differences of absolute efficiency 
at different kinds of production It is obviously 
sensible for the mhabitants of Sheffield to con- 
^ertotejmjhe production of high-grade steel and 

' If IS of course true that m oortam circumstances (see Chapter 
XI) the imposition of a tariff may turn the terms of trade m favour 
of a particular area But if it does so, the terms of trade are ipso 
faslo turned agamst the rest of the world From the mtemational 
pomt of view the case falls mto the categories of the general theory 
of monopoly 



46 INDEPENDENT NATIONAL PLANNING pt i 

to abstain from attemptmg to force bananas in 
glass-houses, and for the inhabitants of tropical 
areas to concentrate on the production of bananas 
and to leave high-grade steel products to centres 
more favourably situated But our rule apphes 
no less to the case where the advantages of 
absolute efficiency are all on one side It might 
well be the case that the fertihty of certain sites 
in the City of London was greater than the 
fertihty of lands in East Angha But neverthe- 
less it would not be sensible to use them for grow- 
ing wheat It IS better that they should be used 
for the purposes for which their efficiency is 
greatest, leaving the wheat to be grown elsewhere 
To employ resources in any but their most valu- 
able use involves waste , that is to say, it mvolves 
satisfying less demand m pnce terms than would 
otherwise be possible 

Now it IS just this diversion of resources from 
their most productive uses which is the effect 
of protective tanffs If, under competitive con- 
ditions and reasonably full employment, the 
cost of producing an article in a certain area 
IS greater than the pnce it fetches in the world 
market, it follows that there are other hnes 
of production in that area which offer more 
valuable results The fact that costs are above 
prices means that the pnces of other products 
which can be produced in that area permit* a 
higher remuneration of the factors of production 
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than the prices of this product would warrant If 
the price of wheat is such as to make growmg 
wheat on urban sites an unremunerative enter- 
prise, that IS because the other uses to which the 
site can be put command a higher value m the 
market If wages are too high for certain lines 
of domestic agriculture to be profitable, that 
means, under competitive conditions, that the 
labour in question can produce a higher value 
elsewhere If a protective duty is imposed which 
so raises the prices of imports^ competing with 
a certain hne of business that busmess in that 
hne becomes profitable, it follows that the factors 
of production there are devoted to producing 
something which, in the absence of the duty, 
would be less valuable, m preference to something 
which would be more valuable It is this which 
IS meant when it is said that protection mvolves 
discnmmation agamst export It brmgs it about 
that relatively more resources are employed pro- 
ducing directly for home consumption, relatively 
less producmg for home consumption indirectly, 
by producmg for export thmgs to exchange for 
commodities produced abroad It is thus that 
the international division of labour is diimmshed. 

3 'We can see this very vividly if we consider 
the results of the agrarian pohcy of Europe As 
we have seen already, m recent years, the govem- 

* Or prevents them from fallmg 
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ments of Europe have erected higher and higher 
Qbstacles to the importation of agricultural pro- 
ducts Since the middle of the twenties, tariffs on 
agncultural imports have m some cases increased 
by several hundreds per cent In Germany and 
Italy in particular, the duties have not only been 
such as to preserve from competition existing 
supphes, they have even called into being an 
additional volume of production 

The effect of all this on the immediate prosper- 
ity of the world has been disastrous The areas 
which have speciahzed on supplymg these ex- 
cluded products have been plunged mto depression 
Faced with severe exchange difficulties, they them- 
selves have resorted to tariffs The manufacturers 
of Europe have suffered accordingly Even the 
pa3anent of interest on debt in some cases has been 
suspended The movement of new capital has 
diminished almost to zero No one who has perused 
the relentless analysis by which Sir Frederick Leith 
Ross has established these facts can doubt the 
harmfulness of the impact effects of recent agrarian 
protectiomsm ^ 

But putting all this on one side as appertaimng 
to the difficulties of the “ transition ”, it must 
surely be obvious that the long-run effect must be 
to produce consequences which, from the mter- 

* See Annex I to the Memorandum of the Economic Commit^ 
of the League of Nations, OonndercU'Kmt on the Preaerd Evolution of 
Agricultural Protectionism 
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national point of view, cannot be regarded as other 
than irrational Even if the tremendous changes 
mvolved m reversmg the trend of half a cen- 
tury could be earned through overnight, and the 
mobile resources of the world redistributed with- 
out faction in the hnes of production appropnate 
to the new obstacles, it would surely be a mistake 
to do so From the international point of view, 
there can be no justification for the production 
at high costs in Europe of agricultural products 
which could be produced at low costs in Austraha 
and the Argentme, nor for the production in 
Austraha and the Argentine at high cost of 
manufactures which could be produced at low 
costs m Europe The thmg is ridiculous If it 
were not for the division of the surface of the 
earth mto separate national areas it would not be 
thought of Even m the most favourable con- 
ditions, the only possible gamers would be the 
owners of land and fixed resources m the protected 
mdustnes And if, as an mdirect effect of these 
measures, protectionism abroad is increased, it 
IS doubtful whether even these will benefit 

All this would probably be admitted by a 
majonty of informed opmion nowadays The 
evils of agrarian protectionism have become so 
conspicuous that their existence is not open to 
senous question Today the mtelhgent apologists 
o£ such measures do so on avowedly pohtical 
grounds, the desirabihty of safeguardmg food 
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supplies in time of war, the undesirabihty of 
falhng foul of the rural electorate, the difficulty of 
breaking down the monopolistic obstacles which 
the rural labourer displaced by foreign competi- 
tion might encounter in his search for employment 
And so on Mr Walter Elliot and the landlords 
of East Prussia may continue to declaim the 
rustic argument that anything which puts money 
into the pockets of agriculturists is good for the 
world as a whole But mtellectually their posi- 
tion becomes less and less defensible 

But while the results of agricultural protection 
would be fairly generally judged to be bad, there 
IS much more division of opinion about the pro- 
tection of manufactures It is often urged that 
the technique of manufactunng industry at the 
present day renders international division of 
labour much less advantageous than in the past 
You can make almost anything anywhere nowa- 
days, it IS said It does not much matter where 
your plant is located 

This sounds impressive But it is really rather 
shallow It may be true that it is physically 
possible to produce almost anything anywhere 
But it does not follow at all that it is economical 
to do so It IS all a matter of costs As we have 
seen, the advantage of international division of 
labour is not that it permits you to get from else- 
where only those products which you cannot 
produce at home, but rather that it permits you 
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to get from elsewhere all products in whose manu- 
facture your costs of production are not lower 
than anjTvhere else So long as the costs of pro- 
duction are different for different com m odities 
in different areas, so long will it be advantageous 
for the inhabitants of each area to speciahze m 
producmg the thmgs in which their costs of pro- 
duction are least and to procure the rest from 
elsewhere Now these cost differences depend 
in the last resort on differences of the relative 
scarcities m different parts of the world of the 
different factors of production — depend, that 
IS to say, on the existence of differences of 
efficiency wages, differences of rents, differences 
of raw material costs, transport charges and the 
hke There is really no presumption that such 
differences have ceased to exist with the co min g 
of modern technical methods Nor is there any 
presumption that the use of such methods 
renders any less essential mce attention to such 
matters On the contrary, indeed, it is the first 
essential of the successful conduct of any kind 
of productive enterprise Thread is produced 
on spindles (“ manufacture ”) and butter is 
produced in churns (“ agriculture ”) But there 
IS not one shade of difference between the two 
types of production as regards the relevance of 
costs and prices as mdices of their most efficient 
location. 

We can see this even more clearly if, for a 
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moment, we assume the contrary If it really be 
true, as is asserted by the apologists for industrial 
protection, that the techmque of modern manu- 
facture makes the location of particular industries 
a matter of economic indifference, then it would 
follow immediately that there should be no real 
difficulty m establishmg a manufacturmg industry 
anywhere without the aid of a tariff If it is 
Really true that you can produce anything any- 
where as economically as anywhere else, then it 
may well be asked why all this bother about pro- 
tection ^ If the cost of production in any one 
part of the world is just as low as anywhere else, 
there should be no need of protective duties to 
make possible the existence of any type of mdustry 
deemed desirable 

But of course it is not so In the absence of 
tanffs,the distribution of manufacturmg industry 
between different areas would be very radically 
different This is not a matter of conj ecture It is 
a proposition to which the most elementary facts 
of modern industry bear witness How many of 
the branch factories which have been set up in 
different areas by the great international patent- 
holdmg compames to escape local tanffs would 
have come mto bemg at all in the absence of 
such obstacles ^ Clearly very few It needs a 
high tariff to brmg them at all And it needs 
a high tariff, too, to keep them prosperous once 
they have been established 
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Confronted with facts of this sort, the advocate 
of industrial protection usually retreats upon the 
argument for large markets Unless the market 
IS secured by tariffs, it is said, the benefits of large- 
scale production can never fully be reahzed The 
tanff ehminates the msecunty which is immical 
to the development of large business It is, as it 
were, the mstrument of rationalization 

This IS really the weakest position of all To 
say at the present day that the multiphcation of 
tariffs IS conducive to the existence of wide and 
secure markets is so absurd a misreadmg of the 
facts that it scarcely seems necessary to spend 
time refuting it It is of course conceivable 
that particular manufacturing umts might run 
at less cost if a market were assured to them by 
a tariff, though we usually hear more of such 
arguments before the tanff is granted than when 
it has come mto operation But to concentrate 
upon this possibihty to the neglect of the vir- 
tual certainties of a situation where there exist 
tariff-making powers on the part of a multiphcity 
of governments is surely to lose all perspec- 
tive For every case where the existence of 
tariffs has permitted such economies, there could 
be estabhshed many more where it prevents 
them* coming mto existence Can it really be 
supposed that the economies of Amencan mass 
production would be anythmg hke so great if each 
of the forty-eight states of the Umon were sur- 
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rounded by a tariff * Is it very sensible even to 
argue that these economies would be lost if the 
federal tariff itself were to be lowered ^ 

The fact is that, from the mternational pomt of 
view, planmng by tanfis must necessarily be un- 
satisfactory, if only by reason of the complete 
unsmtabihty of the difierent areas of adminis- 
tration It does not need much reflection to 
perceive that the nature of the existing tariff 
systems of the world is entirely contingent upon 
the accidental arrangement of the divisions over 
which the various sovereign states have authority 
If the German Empire had not happened to 
include large manufacturing distncts whose 
inhabitants could be made to pay the high 
pnces necessary for the mamtenance of the 
incomes of East Prussian landowners, there would 
have been no purpose in the erection of barriers 
to agncultural imports in that area — ^]ust as 
there would be very httle purpose in the erection 
of barriers to the importation of coal into Great 
Britain Some of the areas are large, such as 
Soviet Kussia and the United States Some are 
small, such as Belgium, New Zealand and the 
repubhcs of Central America But one and all 
have this common charactenstic, that as umts for 
the orgamzation of production they have no ‘rela- 
tion to anything which is relevant to this purpose 
They have been detenmned by wars, royal mar- 
riages, accidental geographical discovery and the 
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haggling of politicians at conference tables — by 
almost anjrtbing, in short, but consideration of 
their smtabihty for the administration of economic 
resources Whatever may be the validity of the 
arguments by which the desirability for this or 
that nation of fostermg this or that industry may 
be estabhshed — and, as the classical free-trade 
argument has shown, most of these arguments are 
pretty fragile — ^from the international point of 
view the whole thing is absurd It is conceivable 
that a world authority with perfect knowledge 
might in certain cases have occasion to interfere 
with the free working of pnvate enterprise But 
whether this is so or not, it is certain that the 
lines on which it would intervene would differ 
completely from the hues on which tariffs are 
planned by national governments Rational 
world planmng would attempt to extend the 
international division of labour National plan 
mng by tariffs has the effect of restrictmg it 

4 What IS true of planmng by tariffs is true a 
fortton of quantitative regulation — of quotas and 
hcence systems They mvolve a diminution of 
international trade, a wasteful utihzation of world 
resources And, as we have seen in recent years, 
they involve a dislocation of the mechamsm of 
international exchange which is much more 
senous than that caused by any but the highest 
tariffs 
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For, although, the tanff is an impediment to 
trade, it need not be a prohibitive impediment 
It imposes a toll upon incoming goods which 
makes it unprofitable to import them until the 
domestic price has reached a certam hunt But 
beyond that, rP the tanff is not changed, the goods 
are admitted If there are new changes in the 
conditions of supply and demand the volume of 
trade is automatically adopted It is as though 
the obstacles to navigation were mcreased by the 
deposit of more rocks m the estuary But pro- 
vided it IS worth while takmg the extra trouble, 
the ships may stiff come m 

With the quota, however, it is different So 
long as the quota is not changed, the volume of 
trade is defimtely limited No matter how great 
the wilhngness of the foreign producer to bear 
extra burdens, no matter how temptmg the nse of 
pnces in the home market, the volume of goods 
allowed to come m is fixed The conditions of 
supply and demand may alter radically, but unless 
the quota is changed, no change in foreign im- 
portation IS possible It IS as though the channels 
of navigation were closed by dams once a certam 
number of ships had gone through 

But cannot the quota be shifted * Qmte 
obviously it can and often is But the shifts are 
a cumbersome busmess and, as we shall see later 
on, they are productive of much faction and ^- 
location Moreover, the probabibties are agamst 
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the shifts being made m what, from the inter- 
national pomt of view, can be called the eqmh- 
brium direction A quota is not likely to be en- 
larged if a change m productive conditions else- 
where makes it possible for the foreigner to offer 
his goods on cheaper terms It wiU be enlarged 
only if domestic production fails so badly that 
the consumers will not stand the conditions of 
shortage or if trade negotiation make it necessary 
to enlarge particular quotas as part of a general 
bargain ^ The British Pig Reorgamzation Com- 
mission, whose report is the locus chsstcus of the 
theory of quotas as instruments of long-term 
planning, defimtely recommended that the total 
amount of bacon permitted to consumers should 
be fixed at the consumption of certain base years 
and that the import quota should fluctuate with 
fluctuations of domestic production From the 
international point of imew it is difflcult to imagme 
a much more permcious arrangement 

It follows, then, that a distribution of the 
productive forces of the world which, from the 
international pomt of view, can be regarded as 
satisfactory, is not hkely to be fostered by quotas 
The prospects are not improved if we imagme 
quantitative regulation of this sort to be sup- 
plaitted by thoroughgoing state purchase It is 

. ' The oonneetion between quotas and bilateral trade agreements 
will be more fully discussed m Part II, which deals with plans 
mvolvmg more than one government See Chapter V, section 2 
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trae that if we suppose the import hoards of a 
small state to be operating freely in a world 
otherwise given over to relatively free markets, we 
can conceive a certam elasticity of opportumty 
not available under the quota system But such 
a conception cannot be generahzed If many 
countries set up import and export monopohes, 
then the competitive market disappears and, as 
we shall see later on, completely new problems 
emerge In any case the tendency to protection 
IS not hkely to be reversed by such bodies The 
advocates of the policy of import boards for 
the purchase of agricultural products for Great 
Bntam have often urged their proposals on the 
ground that they would make possible a revival 
of British agriculture ^ It is not easy to beheve 
that an import monopoly would be permitted to 
behave so as to “ jeopardize ” domestic mdustry 
On the contrary, it is probable that the tendency 
to support the status quo and to resist desir- 
able change would be even stronger than under 
tariffs 

So far as imports are concerned, then, resort 
to more thoroughgomg forms of plannmg seems 
to offer no hope of escape from the toils of 
econonuc nationalism The mternational division 
of labour is hkely to be unpaired even more than 

1 See for instance An Attemat%ve to Tariffs (Pohtical Quarterly, 
vol II pp 186-203), the late Mr E F Wise A comment on these 
proposals by the present author is to be found in the same volume, 
pp 204-223 
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it IS under tariffs Nor is the position hkely to be 
improved by the granting of subsidies to export 
or by the creation of export monopolies which, by 
charging high prices to consumers at home, are 
enabled to raise much greater concealed subsidies 
for dumping abroad than could ever be procured 
from the Exchequer On the contrary indeed, 
Qmte apart from the increased rigidity and re- 
sistance to change which such a system almost 
necessarily introduces, the division of labour is 
likely to be still further distorted There will be 
still more of the wrong mdustries in the wrong 
places 

For the fact is that neither export nor pro- 
duction for the home market are activities to be 
desired for their own sake It is this elementary 
prmciple which the advocates of these types of 
planning seem mcapable of graspmg It is one 
of the cardinal fallacies of contemporary pohcy 
that, wis hing to provide the greatest income 
for the greatest number, it seeks to achieve this 
end by making the maintenance (or the increase) 
of particular hues of industry the chief objective 
of pohcy But the greatest income, the greatest 
satisfaction of demand, is not to be secured by 
safeguarding or fostermg industries which do 
not ^ay No industry is sacrosanct as such 
Only that pohcy maximizes the social mcome 
which leads to the contmuous apphcation of 
resources at the pomts of greatest productivity. 
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If under competitive conditions it does not pay 
to produce a commodity either for export or 
for home consumption, that is proof that this 
criterion is not satisfied It is a proof that some 
at least of the factors of production can produce 
a more valuable product elsewhere To main- 
tam, by tariffs, by quotas, by subsidies, or by 
discriminating pnce-charging, industries menaced 
by foreign competition, either in domestic or in 
foreign markets, is a doubtful benefit, even from 
the national point of view From the inter- 
national point of view it can only he conceived 
as adding to the general oonfusion 

6 It IS sometimes thought that these difficulties 
arise only because the different national plans 
are not sufficiently comprehensive It is admitted 
that, when the state attempts to control the 
development of isolated parts of the national in- 
dustry, its plans tend to be affected with sectional- 
ism But, if it assumes control of the entire field, 
it IS said, this deficiency will be ehminated It 
will then plan the system as a whole, shifting re- 
sources from one pomt to another as changes in 
the general conditions of supply and demand 
make it desirable to do so While there is partial 
plannmg, the position is worse than it wouM be 
with no planning at all But once plannmg has 
become general, this is all changed The dis- 
tribution of resources is even more m accordance 
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with the requirements of a rational international 
division of labour than it would be under a sys- 
tem of economic freedom. 

If this were true, it would greatly clarify the 
issue The only case for partial planning would 
be that it so aggravated the difficulties of the 
situation that it made complete national plannmg 
inevitable But unfortunately the whole argu- 
ment depends on a series of most improbable 
assumptions And unless these assumptions are 
justified, there is reason to believe that the dis- 
advantages of complete national plannmg are 
likely to be even greater than the disadvantages 
of less ambitious forms of control 

Let us look for a moment at the political 
mechamcs of the system The argument clearly 
assumes that the different national authorities 
have both the will and the power contmually to 
adapt their arrangements to the requirements of 
the international division of labour Now, what- 
ever may be the case as regards their will, it is 
really very unlikely that they will have the 
power — at any rate so long as democratic con- 
ditions prevail. Under democratic conditions 
the members of the different mdustrial groups 
will feel that, in the last analysis, it is their 
representatives who determme the conditions of 
their employment It is most unlikely that they 
wall submit to be moved from place to place and 
from occupation to occupation if there seems an 



62 INDEPENDENT NATIONAL PLANNING 


opportunity of preventing it by political action 
We know by experience how difficult it is to in- 
duce people to change their occupation if there 
appears to be the remotest chance of their obtain- 
mg state support if they stay where they are 
Under democratic conditions, even the shifting 
of a government dockyard encounters the most 
formidable resistance If government control of 
industry becomes general, it is very difficult to 
believe that the probability of sectional resist- 
ance to change wiU not exert at least as power- 
ful an influence on national planning as the de- 
sirability of employing resources at the point of 
maximum return Indeed, so great are likely to 
be the obstacles presented even to what adapta- 
tion IS thought to be absolutely essential, that a 
strong tendency to the supersession of demo- 
cratic by dictatorial forms of organization is not 
at all improbable It is no accident that, in 
the areas m which progress towards complete 
national planning is furthest advanced, political 
arrangements are least democratic 

But dictatorship too has its limits The 
authorities of a totahtarian state will not wish 
to inconvenience their subjects by making them 
shift very often They will not wish to multiply 
unnecessary ” causes of friction For* this 
reason they will be subject to strong tempta- 
tion so to arrange their productive orgamzatien 
as to minim ise outside contacts, even at the cost 
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of substantial sacrifice of real income They 
will try to get all possible causes of change under 
their own control This is clearly not the way 
to the most productive international division 
of labour It is the way to the maximum of 
autarky compatible with the potentialities of 
the natural resources of the national areas con- 
cerned 

But let us Ignore these political probabilities 
Let us suppose that the plaimmg authorities 
have a completely free hand to do what they like 
with the national resources Even so, the assump- 
tion that they would dispose of these resources in 
such a way as to promote what, from the inter- 
national point of view, would be the optimal forms 
of international co-operation, rests upon very 
weak foundations. 

For the fact is that if production is con- 
trolled by extensive quasi-monopolistic umts of 
this kind, the disposition of resources which 
seems most conducive to the advantage of the 
members of these umts is not necessarily a 
distribution of resources which is m any sense 
optimal from the pomt of view of society as a 
whole If a small state sets up tradmg monopolies 
m a world of otherwise competitive markets, it is 
improbable that its operations will very greatly 
affect the course of the markets m which it deals 
If jt follows the movements of the markets, it will 
be conforming to the requirements of the mter- 
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national optimum The pohcy which maximizes 
its takmgs will contribute also to the maximiza- 
tion of world production, measured in price terms 
But if it forms a large element in any of these 
markets, then contradictions arise The interests 
of the group may be opposed to the interests of 
the rest of the world The group may gam by 
restriction, the rest only by plenty And if this 
method of orgamzation becomes general, then 
further disharmomes are probable The world 
market is frozen into a senes of geographical 
monopolies and its nature is completely trans- 
formed There is no longer any reason to believe 
m the emergence of internationally harmomous 
arrangements There is no price which is de- 
terminate apart from considerations of strategy 
The result of the process of exchange is deter- 
mined by a sort of political negotiation There 
IS no presumption at all that it conduces to 
anythmg which, from the international point 
of view, can be called a rational utilisation of 
resources For the presumption that regulation 
of production accordmg to the dictates of the 
market will be conducive to general harmony, 
IS justified only when the umts which deal are 
relatively small There is no presumption what- 
ever that the different national states form umts 
which satisfy this criterion 

But, it may be asked, would not the orgamza- 
tion of the different national areas on socialistic 
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lines be merely a prelude to their amalgamation 
into a system of world socialism ? Is not this 
perhaps another of those disagreeable transitions 
through which it is necessary to pass before reach- 
ing more satisfactory arrangements ^ It is this 
hope which inspires many socialists who urge local 
nationalization while still rendermg lip-service to 
the international ideal 

It IS not our intention at this stage to mvesti- 
gate the problem whether socialism on completely 
international lines would be a satisfactory solu- 
tion of the problem of rational international plan- 
ning That will come up for extensive discus^n 
later on ^ But it is certainly germane to our present 
enquiry to observe that the organization of the 
world on national socialist lines is not necessarily 
a step m that direction Indeed, it is almost cer- 
tam to make the achievement of international 
socialism much more difficult than ever before 

For international socialism, whatever else it 
IS, IS essentially a state of afiairs m which the 
resources of the different parts of the world 
are the property of the world as a whole. It is 
clearly incompatible with this that the resources 
in the different national areas should be owned by 
the national states But, once the instruments of 
produ«tion have been nationalized, the obstacles 
to their internationalization are likely to be most 
formidable For the value of the instruments 

1 See Part IH, Chapter VIII, below 
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of production m the difEerent national areas 
varies greatly , and the real income per head, 
calculated on the assumption of collective owner- 
ship of these resources, vanes greatly also Some 
areas, such as Great Britain and the United 
States, are relatively rich Others, such as Italy 
and Japan, are relatively poor Let us suppose 
that complete socialization takes place within 
such areas and that the average incomes thus 
calculated become actual Is there any reason to 
suppose that the citizens of the wealthier areas 
will be prepared to share the sources of their 
incomes with the citizens of the poorer ? It is 
surely most improbable It is difficult enough 
to get the inhabitants of local government areas 
where the value of rateable property is high to 
merge their rights of taxation with those of the 
inhabitants of areas where the value of rateable 
property is low When it is a matter of pooling 
the total resources of different national unitg, 
the obstacles are likely to be so great as to be 
totally insurmountable— at any rate by peaceful 
methods From the international point of view, 
national socialism involves the creation of forms 
of inequality which are hkely to be more per- 
manent and more productive of extensive friction 
than anything which arises m a regime of free 
enterprise and diffused ownership There is no 
vested interest more intractable than the vested 
interests of national groups 
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It IS surprising that this has not been more 
widely recognized For it has long been gener- 
ally acknowledged that collective ownership of 
the instruments of production used in particular 
industries by the people who happen to work m 
these industries, is incompatible with the exist- 
ence of a socialist order of society and is likely to 
impair its achievement The incompatibility of 
socialism and industrial syndicalism is an ancient 
platitude ^ But collective ownership of the 
instruments of production used in particular 
areas by the people who happen to live in those 
areas is on a precisely similar footing “ The 
mines for the mmers ” and “ Papua for the 
Papuans ” are analytically similar slogans In- 
dustrial syndicalism and national socialism are 
highly symmetrical concepts They are each 
incompatible with the realization of the inter- 
national socialist ideal 

The contradiction has not altogether escaped 
notice “ Even national socialism, in most 
countries, is still remote,” says Mr Bertrand 
Kussell, “ but if once established it will make 
the next step more difficult, not less. Under 
capitalism, oil magnates are objects of envy, and 
a socialistic agitation against them is pohtically 
feasibte But when, as m Russia, the oil be- 
longs to the national state, the whole nation is 

‘ Witness the celebrated Fabian gibe, “ The sewers for the sewage 
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interested m preventing its transfer to the world 
state It will, therefore, he necessary to estahhsh 
a firm mihtary control by the international force 
before such a transfer can be effected We are 
thus driven to the conclusion that international- 
ism must be established first m the military 
sphere, and only at a later stage extended to 
economic matters ” ^ 

Thus, whatever its merits from the national 
pomt of view, from the international point of 
view national sociahsm is a step m a backward 
direction 

6 We can see this even more clearly if we 
turn to the effects of independent national plan- 
nmg on the international distribution of new 
capital 

Under conditions of free mvestment, capital 
flows to the pomt of maximum return, account 
being taken of vanations of nsk This means 
that capital tends to flow from areas where it is 
relatively plentiful to areas where it is relatively 
scarce Now the different parts of the world are 
m very different stages of economic development 
There is reason to suppose that, for a very long 
time to come, given peace, stable government and 
freedom of mvestment, capital would flow from 
those parts which are relatively nch to those parts 
which are relatively poor, with benefits to* all 

* WhKh Way to Peace, pp 176 177 
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concerned From the economic point of view the 
world IS still relatively undeveloped , and the 
prospects of increased wealth all round, which 
would follow better exploitation of its resources, 
are great 

But under national planmng this process of 
development must inevitably be hunted This is 
not merely a matter of the immense obstacle to 
mternational investment which is offered by that 
form of national planmng which involves insta- 
bihty of exchanges, it is also the effect of planmng 
as regards long-term investment So long as the 
governments of areas where capital is relatively 
scarce are unwilhng to see domestic resources 
controlled by foreign owners , so long as the 
authorities of the areas where capital is relatively 
plentiful impose hindrances on its movement else- 
where — and, as we have seen, as national plan- 
mng grows, this must come more and more to be 
the case — so long must this relative impoverish- 
ment of the world continue There must be 
stagnation and ultra-cheap money in the centres 
which would have exported capital, financial 
stress and a chrome scarcity of capital m the 
centres which would have imported it Moreover 
for a long time — and this is a pomt which especi- 
ally concerns Great Bntam — ^the great export 
trades of the capital exporting centres, which 
have been geared up, so to speak, to meet the 
demands created by a large export of capital. 
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must remain depressed Not merely the business 
of acceptance and new issue, but the whole 
business of export must suffer from the stoppage 
of free capital movement 

It may be said that all this is hasty generaliza- 
tion from the difiSculties of the moment, and that 
“ when thmgs get better ” — ^it is never stated 
quite how — even under the regime of separate 
national planning, we shall see a revival of orderly 
mtemational borrowing and lendmg 

It IS to be feared that the wish is father to 
the thought For the probabihties are all in the 
other direction The existence of national con- 
trols of the business of investment is hkely to 
make the movement of capital not more, but very 
much less, than would otherwise be the case 
When a set of investors in one country lends to 
another set of borrowers elsewhere, that is an 
affair of private business, in which the mterven- 
tion of governments is the exception rather than 
the rule But when the investment board of one 
country lends to the mvestment board of another, 
this IS ^'pso facto a matter of high diplomacy m- 
volvmg political nsks and considerations qmte 
unconnected with the relative scarcity of capital 
in the areas concerned It is really not to be ex- 
pected that, under such a regime, the movement 
of capital for purely “productive” purposes 
would be on anything like the scale which might 
be expected m a regime of free private invest- 
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ment, or in anything like the same direction 
The Russian credits are sometimes invoked as a 
demonstration that, even under national sociahsm, 
some borrowing takes place But the example is 
very unconvmcing If the Revolution had taken 
a different form and there had been scope for free 
investment in Russia, can there really be any 
doubt that the volume of foreign investment 
in those parts since the war would have been 
incomparably greater * A world of separate 
national planning must be a world m which 
the undeveloped areas are developed much less 
rapidly and at much greater cost than would be 
the case in a world of international co-operation 
And the centres which in the past have grown up 
to orgamze the busmess of international invest- 
ment must be doomed either to dechne or to a 
very radical transformation of their busmess 

7 As with the movement of capital so with 
the movement of people In a world of free 
migration there would be a tendency for labour 
to move from the areas where productivity was 
relatively low to the areas where productivity was 
relatively high In so far as it was desired to 
make world production a maximum, this would 
obviously be rational In a world state, it would 
be absurd to apply much labour at points of low 
productivity m some parts and httle labour at 
points of high productivity in others We need 
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not enquire here whether, in such a state, from 
every pomt of view, complete freedom of migration 
would be desirable There will be more to say 
about that later on But obviously the present 
state of affairs, with congestion in some parts 
and vast unoccupied spaces in others, would be 
regarded as qmte ridiculous 

In a world of national planmng, as we have 
seen, migration is likely to be reduced to a 
minimum The shiftmg of humamty, which, if it 
has never been completely free, has at least been 
almost contmuous smce the begmmng of history, 
will be suspended or greatly retarded With the 
present distribution of labour this will mean a con- 
siderable sacrifice Moreover, if present tendencies 
of net survival rates contmue, the distnbution 
wiU become more and more anomalous The low 
reproduction-rate areas, which, broadly speaking, 
are more nchly endowed with natural and arti- 
ficial resources, will become less populated The 
high reproduction-rate areas will become even 
more overcrowded Indeed, taking a long view 
it IS fairly certam that such a situation could 
not persist Sooner or later the more fertile 
peoples, or at least the more vigorous among 
them, would burst the bamers which hemmed 
them m and enter mto what they regarded as their 
rightful domam But this would be a very dif- 
ferent busmess from the gradual redistnbution 
which would take place m the absence of national 
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barriers , and much more than the obstacles to 
migration might easily be destroyed m the pro- 
cess 

This brings us to matters which may more 
conveniently be treated m the next chapter 
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NATIONAL PLANNING AND INTERNATIONAL 
STABILITY 

1 It was one of the conclusions of the last chap- 
ter that independent national planning tends to 
a diminution of mternational trade However 
much it may be attempted to offset this tendency 
by resort to export subsidies and dumpmg, there 
seems strong reason to suppose that independent 
attempts to plan economic activities wUh%n 
national areas must lead to a diminution of 
economic relations between national areas Con- 
sciously or not, national plannmg has a strong 
autarkistic bias 

If this tendency were to be earned to its 
logical conclusion, the analysis of the last chapter 
would be sufficient to enable us to judge its 
imphcations The benefits of international co- 
operation would be sacrificed Division of labour, 
the economies of mass production, wouW be 
limited to national areas It would be as though 
there had been a fragmentation of the planet 
along the fines of division of the political maps 
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The inhabitants of each fragment would be 
deprived of resort to outside supphes The co- 
existence of other inhabited fragments would be 
irrelevant from the economic point of view The 
world as a whole would be poorer than it might be 
with international co-operation 

Such extreme developments are not likely 
The apparatus of modern life is so dependent on 
supplies of raw materials, unequally distributed 
between the different national areas, that it is 
most improbable that the inhabitants of the 
majority of such areas would be content with 
the very drastic alterations of their habits which 
abstention from the consumption of all com- 
modities contammg imported ingredients would 
involve Even the Russians, with their vast 
variety of resources and their determmation to 
have everything possible under central control, 
are anxious to import certain classes of com- 
modities Moreover, the countries which are 
especially dependent on the export of such 
materials would certamly make strong efforts to 
secure outlets, even at some sacrifice of protection 
for domestic manufacture The net effect of the 
very drastic economic nationalism which seems 
to lie ahead is likely to be a severe curtailment, 
rather than a total cessation, of internationaJ 
business There will still be some foreign trade 
• Now to judge such a state of affairs, it is not 
sufficient to analyse its relation to an ideal inter- 



76 INDEPENDENT NATIONAL PLANNING 


national division of labour It is necessary also 
to ascertain how it would work as a going system 
We have to enquire concenung the nature of the 
international connections remaining, how they 
would change, how these changes would afiect 
mtemal economic conditions, how they would 
affect international pohtical relations It is 
sometimes claimed that, although national plan- 
nmg involves a sacrifice of the wealth which 
would accrue from a greater international division 
of labour, yet the gam m stabdity which is in- 
volved by the greater control of the local states 
over economic conditions within their jurisdic- 
tion IS such as to make the sacrifice worth while 
This claim must be seriously exammed 

2 Let us commence by exanumng mter- 
national markets under conditions of widespread 
national plannmg It is qmte possible, of course, 
that different national areas may attempt to 
enter mto specially mtimate relations with other 
areas in order to nutigate some of the disadvan- 
tages of complete isolation In fact, we shall see, 
as the argument proceeds, that this is a very 
probable development For the moment, how- 
ever, since we are attempting to see the con- 
sequences of completely mdependent plannmg, 
let us leave this possibility out of account Let 
us assume that the different national authorities 
set up import and export boards to deal m the 
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various commodities m which they are interested , 
and let us assume that these different boards are 
not tied by long-term contracts to the boards of 
other areas 

Such arrangements, as we have seen, are 
obviously far from constitutmg a system of 
competitive markets There are no middlemen 
The units which deal are few and they are large 
Indeed the object of national planmng in this 
sphere is avowedly the elimination of free markets 
with their “ wasteful ” competition and their 
“parasitical ” middlemen There will be deahng 
But it will be s^ies apart from the deahng of pre- 
interventiomst days As we have seen, it will 
be the dealing, not of a system of economic 
freedom, but the deahng of a system of geo- 
graphical syndicalism 

Now we have seen already that this mvolves 
much greater obstacles to what, from the inter- 
national point of view, is to be regarded as a 
satisfactory distribution of resources But it 
means too a much greater instability of prices 
So long as the different trading bodies remam 
free — and this is the assumption we are makmg 
— ^the fluctuation of prices is hkely to be wider 
and more discontinuous than in markets which 
are raore competitive This is abundantly borne 
out by actual experience It is well known 
that when the market for any particular com- 
modity IS dominated by a few large concerns. 
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then, unless there are agreements between them, 
the fluctuations are large and discontinuous 
Moreover, it must be remembered that the actions 
of the various boards are likely to be much more 
the instruments of pohtical strategy, much less 
dictated by considerations of profit, than the 
actions of private dealers A change in internal 
policy, the alteration of a mimstry, a decision to 
carry through this or that spectacular move to 
satisfy or impress public opinion — these are 
matters which would influence world prices under 
independent national planning much more than 
under free capitahsm The whole history of 
government dealing proves this The dealings 
of the Federal Farm Board are apt examples of 
tendencies which national planmng might well 
make general 

Such conditions would involve certain sacri- 
fices Under competitive conditions the world 
market acts as a sort of damping mechanism The 
disturbmg effects of local gluts and shortages are 
absorbed and spread over a much wider area If 
home production fails, then additional supphes 
can be procured from abroad without a great rise 
of prices If home production is unexpectedly 
bountiful, then it can be unloaded without much 
fall The probability of world glut or world 
shortage is obviously much less than the proba- 
bihty of glut or shortage m particular areas • 

Now the syndicahzation of the market would 
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impair this very mechamsm The fact that the 
units of dealing were so large would indeed tend 
to bring into play a directly contrary tendency 
The various boards would tend to market 
manoeuvres which might easily cause oscillations 
rather than tend to damp them down Consider 
for instance the effects of an unexpectedly plentiful 
harvest in one particular area It would obviously 
be impossible for the export board of that area to 
market it all in the usual time without some cut 
in price But it is under no compulsion to do 
so It may accumulate stocks and wait If it is 
lucky, the turn of the market may save it But 
if not, then the stocks accumulate more and more, 
prices are depressed still further and the disturb- 
ance all round will be greater than if dealing had 
been continuous The experience of the Canadian 
wheat pool affords abundant examples of such 
disturbances 

Such instability of the market will present 
certain new problems for the orgamzation of 
production The organizers of domestic industry 
concerned with the foreign market will be unable 
to plan ahead with anythmg hke the certainty 
which they will desire Their plans will be 
liable to be disorganized by sudden and dis- 
continuous changes The relative profitabihty of 
different Imes of production will fluctuate more 
than under competitive capitalism 

For all these reasons there is a very strong 
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probability that the state of affairs we have been 
assuming, a state of completely free dealing 
between the various tradmg bodies, will be the 
exception rather than the rule Faced with the 
chaos of syndicalistic dealing, the different states 
will each seek to enter into special arrangements 
mth others with whom they are able to strike 
advantageous bargains Free dealing will give 
way to bilateral agreements Agam this is not a 
purely speculative conjecture Under capitahsm, 
when, owing to the prevalence of monopoly, there 
IS great uncertainty with regard to supplies and 
markets, there is a tendency to similar arrange- 
ments, businesses seekmg to assure their supplies 
by amalgamation wnth other businesses at different 
stages of production The difference is that, under 
capitalism, such arrangements are less hkely to 
be lastmg In the absence of special techmcal 
conditions involvmg special techmcal advantage 
in vertical mtegration, the advantages of buying 
m the cheapest and sellmg m the dearest market 
contmuaUy tend to the disruption of permanent 
arrangements of this kmd 

3 But let us defer such considerations until 
the second part of this essay where we shall be 
considermg dehberate interstate planmng in a 
more systematic manner Let us for the present 
retam the assumption of independent national 
plannmg and let us extend our exammation of its 
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implications to the wider effects of change in the 
fundamental conditions of production 

It follows from what has been said already that 
it IS improbable that the various national systems 
will be especially adaptable to change The tariff 
IS an instrument of resistance quite as much as 
an instrument of construction And experience 
does not suggest that, when the state has sunk 
capital m particular Imes of enterprise, it will 
show any remarkable alacrity in writing it off as 
a loss if conditions change to its disadvantage 
The whole literature of contemporary planning 
abounds in complaints that, under a free system, 
plant must be abandoned before it is physically 
worn out, that railways must be left unused 
although they are still capable of providing trans- 
port, and so on One of the advantages of 
planning, it is claimed, is that it will ehmmate all 
this The rate of physical depreciation will set 
the pace of change Moreover, under democracy 
at any rate, there are notorious obstacles to rapid 
adaptation of government arrangements It is 
not easy to close down an army barracks if the 
local M P IS an influential person To change 
the location of whole branches of manufacturmg 
industry might be pohtically very difficult 

But> none the less, it is not possible to think 
change out of the picture Qmte apart from the 
temporary fluctuations of harvests and animal 
husbandry, there will be, changes m population, 
o 
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changes in availabihty of mineral resources, 
changes in capital supply, changes in tec h nical 
knowledge, changes m consumers’ demand In 
a world in which these changes take place at a 
different pace in different places, their incidence 
on the different national systems is bound to be 
such as to call for adaptation 

Let us try to trace the probable effects of some 
of these changes Let us suppose, for instance, a 
technical discovery making it possible for the 
inhabitants of a certain area to produce certain 
commodities much more cheaply than heretofore 
and much more cheaply than their competitors 
m other countries — an agricultural invention 
makmg possible the production of wheat on soils 
which had hitherto no productive uses might be 
a case in point 

Under a free system, the cheaper commodities 
would at once be accepted in the general world 
market The increase m supply would lead to a 
fall in prices The real mcomes of consumers 
would rise Those enterprises elsewhere, whose 
costs of production were such that they could 
only continue on a profitable basis at a higher 
price, would contract, and the mobile resources 
employed here would be devoted to other types 
of production for which previously they could 
not be spared If the change were such as 
substantially to alter relative rates of . re- 
muneration m the different national areas, there 
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would be some migration from the area where 
relative rates had fallen to the area where 
relative rates had risen In the end, all the 
members of the world co m m u nity would have 
their real incomes mcreased to the extent that 
the new invention made possible — save the owners 
of fixed resources m the high cost areas, who 
might suffer a permanent fall This is not an 
imaginary picture Broadly speakmg, it is an 
outline of the main effects of the opemng-up 
of new areas of agricultural production in the 
second half of the mneteenth century 

Under independent national planning, how- 
ever, the effects would be radically different It 
IS possible of course that, subject to the difficulties 
of the imperfect world market which we have 
noticed above, the various states would accept 
the cheap imports and attempt to adjust their 
organization to something like the free-trade 
optimum But how improbable this is > What 
vast resistances such a change would encounter ' 
“ Never must we allow (British, American, Ger- 
man) agriculture to be exterminated by cheap 
foreign imports ”, it would be said “ These 
products of cheap soils must not injure the value 
of state property ” “ The mterest of the con- 
sumer »must not be allowed to impair the proper 
balance of our national system ” Such pleas 
sound very familiar They are the standard 
cliches of the political propaganda of our day 
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Is it really at all plausible to argue that under 
a system m which there was still more planning 
it would all be different * Surely it is probable 
that the cheaper imports would be excluded, 
or at best that they would only be admitted m 
very limited doses 

But if this were so, it would mean that the 
realized, as distinct from the potential, benefits of 
the new knowledge would be greatly curtailed If 
the exclusion were complete, then they would be 
confined entirely to the area m which the changes 
origmated And withm this area the benefit 
would not be as great as under free conditions 
For, shut out from the foreign markets, the 
inhabitants of that area would have to use the 
resources set free by the mcrease of productivity 
m producing other products at costs higher than 
need have been the case if they could have pro- 
cured them from elsewhere by exchange It would 
not be profitable for them to produce so much of 
the commodity whose cost of production had been 
cheapened Agam this is not a fanciful picture 
It IS a broad recapitulation of the effects of in- 
creases of agricultural productivity under the 
econonuc nationalism of the post-war period 

But this 18 not all So far we have considered 
the effects of change m one area, m conditions in 
which the results of pohcy were merely such as to 
deprive all other areas of ite benefits The nations 
who exclude cheaper food m order to preserve 
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tlie status quo in domestic agriculture are not 
necessarily absolutely poorer than before , they 
are merely not so much richer as they might have 
been had they accepted the fruits of increased 
productivity elsewhere But the incidence of 
change is not always thus And the effects of 
national planning may not be merely a curtail- 
ment of the benefits of techmcal progress they 
may be an inability to escape from the otherwise 
transitional difficulties which that progress may 
occasion 

Let us consider the genesis of such a situation 
Let us suppose an mvention which results in a 
curtailment of demand for the staple article of 
export of a single state or small group of states 
Suppose for example a change m methods of pro- 
ducing paper which while reducmg the cost of 
production (and thus potentially benefitmg world 
consumers) involves a considerable diminution m 
the demand for certam kmds of soft-wood timber 
Or suppose some chemical discovery superseding 
the demand for some natural fertilizer, hitherto 
the mam export of a small state 

In any case there would be transitional diffi- 
culties The incidence of change is, by hypothesis, 
%n ex'pwt markets It cannot be avoided by 
tariffs “Or such-hke obstacles In any case there 
would be some lowering of the value of land in the 
areas affected Unless some of the population 
were willing to migrate, the equihbrium rate of 
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wages would tend to be lowered too Wages 
— m the last analysis real wages — would have 
to fall or there would be increased unemploy- 
ment 

In a world of economic freedom, however, 
thmgs would not end at this point If migration 
were free, there would be emigration to areas 
where the value of the product of labour was 
higher This would go on until the tendency to a 
fall in the rate of wages was arrested There 
would be a redistribution of world population 
correspondmg to the new conditions of supply and 
demand Even if migration were not free, it 
would be possible for the inhabitants of the 
affected area to turn to other forms of production 
made profitable by the fall m the value of the 
local factors of production It might well be that 
a slight fall of wages would attract capital from 
elsewhere to take advantage of the new conditions 
of production And m this way, though all the 
ill effects of the change of demand might not be 
avoided, at least some of them would be The 
producers ongmally affected would at least be 
better off than if they had been confined to their 
origmal occupation 

But in a world of economic nationahsm how 
much harder would be the transition There would 
be no outlet by way of migration . as we have 
seen, national plannmg precludes free migration 
And the outlets for the new form of production to 
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which the inhabitants of the affected areas might 
turn their hands would be limited greatly by the 
protectionism of national planmng elsewhere 
The “ ruinous ” competition of producers m the 
impoverished area would be resisted In the few 
markets to which they succeeded m gaimng 
access the lowering of price necessary to unload 
the increased supplies would be much greater 
than would be the case if the area of sale were 
less circumscribed If the original fallmg-off of 
demand were very great, it might well be that 
the impoverishment of the inhabitants of the 
affected area would be catastrophic 

The picture is alarmmg But it is not wholly 
imaginary If we reflect on the recent history of 
the world it is not difiicult to find examples The 
causes of the increase of Japanese competition in 
recent years are many and complex But one at 
least of these causes was the fallmg-off of demand 
for Japanese silk in American mju:kets which 
followed the collapse of 192&. And one cause 
at least for the great severity of Japanese com- 
petition in the countries to which the Japanese 
goods have access is the very considerable ob- 
stacles which have been erected to the importa- 
tion of such goods elsewhere No doubt there is 
more m it than this But the example is con- 
ducive to reflection , and, as we shall see later, 
it has a further moral which is even more dis 
turbmg 
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Now of course the larger the state and the 
wider the range of the natural resources within its 
boundaries, the smaller the probability of big 
changes in real incomes due to changes of this 
nature Assuming that there is still free migra- 
tion within their borders, national units of 
the size of the United States of America would 
not have much to fear on this score The ex- 
port market in one product might be hit But 
there should be a sufficient range of alternative 
demands at home to prevent a serious absolute 
lowering of the average real income It is the 
smaller countries and the countries more de- 
pendent on export which have most to fear from 
change m a world of national planning 

But none the less it is a mistake to thmk of the 
kind of difficulty now under discussion as arising 
only m connection with changes, such as changes 
in demand for, say, English coal or Cuban sugar 
The case is really more far-reaching than that 
The absence of facilities for nugration may be 
the cause of considerable difficulties, even when 
it IS a question, not of competing exports m 
foreign markets, but of competing imports m the 
home market For in some cases it may be 
much easier for the labour displaced by cheap 
imports to be reabsorbed by migration to 
other national areas than by switchmg over to 
other forms of production at home If migration 
18 blocked by national plannmg, and if, as is 
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notoriously the case in present conditions, the 
degree of national planning at home is such as to 
present stiff barriers to internal migration, the 
incidence of change on the producers affected 
may be prolonged and severe 

Again an example is not far to seek In the 
nineteenth century, as the New World was opened 
up by the steamship and the railway, and as its 
agricultural products came in competition with 
the agricultural products of Europe, it was often 
easier, under the conditions then prevailing, for 
European agricultural labourers to migrate to 
similar occupations abroad, rather than to change 
their occupations completely withm the national 
area in which they were then living Great areas 
of the New World were populated in this way , 
and the social difficulties of the Old World were 
greatly eased in consequence In the post-war 
period, with its almost universal obstacles to 
migration, this way of readjustment has been 
closed At the same time, within the national 
areas, the increase of monopohstic obstacles 
fostered by national policy has made the internal 
system much more rigid The result is that the 
acceleration of agricultural productivity elsewhere 
has produced in many cases a situation of great 
hardship for the agricultural producers of Europe 
The various governments, unwilhng to take steps 
to • increase domestic mobility but distracted 
by the prospect of agrarian discontent, resort to 
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tariffs and quotas, with the results we have 
already examined ^ Thus the absence of freedom 
to migrate reinforces protectionist tendencies and 
produces a situation which will aggravate the 
political and economic mstability of the world 
for many years to come If there had been 
more freedom of migration in the post-war period, 
very many of our most insistent problems would 
have been eased 

4 If the analysis of the preceding sections is 
correct, it seems as if the policy of independent 
national planning were likely to lose the substance 
for the shadow, even in regard to stabihty If 
the policy is generally adopted — and it is the most 
astoundmg naivete to argue as if it could be 
restricted only to one’s own national area — ^then 
mstabihty is increased It is not a question of 
bartering the prospects of greater wealth for 
greater security , security goes as well 

AU this relates only to the economic con- 
sequences of independent national p lannin g 
Even more important and even more disturbmg 
are its probable political consequences There is 
reason to believe it is hkely considerably to 
enhance international political friction The idea 
that the peace of the world is likely to be safer if 

* It 18 interesting to observe that the slowing up of migration 
into the Umted States produced a flow of capital to Europe w]poh 
otherwise would not have been hkely to have arisen on anythmg 
like the same scale 
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we “ try to keep ourselves to ourselves ” is not 
merely a pathetic fallacy, it is a highly dangerous 
delusion 

We have already had occasion to note how 
national planning tends to what may be called — 
to borrow a very ugly word from a people who 
have carried this thmg further than most — ^the 
politicalization {PoMizterung) of international 
economic relations The lendmg and borrowing 
of capital, in so far as it takes place at all, is a 
matter of high diplomacy If experience of the 
past IS any guide, it is likely to be much more 
dictated by consideration of political advantage 
than by calculations of economic gam and the 
arrangement (or refusal) of such transactions is 
itself likely to be accompamed by much political 
friction Even the everyday business of trade 
becomes a matter of mtemational politics Instead 
of the consignment of sardines from Utopia to 
Ruritama bemg a transaction between Utopian 
and Ruritanian merchants subject to the sanctions 
and penalties of the laws of their respective 
countries, it is a transaction between the repre- 
sentatives of sovereign states, subject only to the 
nebulous precepts of a sanctionless international 
law The High Contractmg Parties undertake to 
deliver and receive Sardmes I Obviously, if any- 
thing goes wrong, it is much more likely to lead to 
political friction than when private merchants are 
the parties involved 
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Moreover, the very fact that dealing is under- 
taken by such large trading units as the agents 
of political states must introduce market com- 
plications which themselves are likely to lead 
to friction The policies of the different boards 
themselves affect the course of the market The 
prices fixed must depend on the actions of 
national representatives This may very easily 
lead to suspicions and enmities which would not 
exist m a non-political market 

Again, actual examples are not difl&cult to 
discover It is not possible to deny the political 
tension which was caused by the Russian in- 
cursions into the timber market Dumping in 
general, which is made possible by state policy 
in regard to tariffs, is a notorious cause of inter- 
national unfriendliness The British Rubber Re- 
striction went far to imperil our good relations 
with the Umted States of America It does not 
need much imagmation to conceive the resent- 
ment which would be caused m the southern 
states of the Umon, if a British Cotton Import 
Board were depressmg the price of cotton It is 
only those who are blmd because they do not 
want to see who can really deny that an mcrease 
of interstate trading involves a multiplication of 
opportumties for interstate friction • 

5 But the “ pohticalnzation ” of trade is not 
the only, or indeed the chief, pohtical danger of 
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independent national planning The mam danger 
IS the worsemng of relations between states of 
unequal resources and populations — ^the “ haves ” 
and “ have-nots ” of popular discussion — which 
it almost certainly involves 

It IS a commonplace of elementary economics 
that so long as trade and mtgratton are free, from 
the economic point of view, the area of political 
jurisdiction is a matter of secondary importance 
So long as political administration involves no 
discrimination against the foreigner, the fact 
of territorial possession involves no major gam, 
its absence no important disadvantage This is 
by no means to deny all economic functions to 
governmental bodies as we shall see later on, 
under pure liberalism as under pure collectivism 
they have most important and indispensable 
functions Nor is it to deny the existence of a 
very real problem of the regional division of 
political administration on a certain plane the 
problem of the most appropriate division of local 
government authorities has considerable economic 
significance But speakmg broadly, in a world 
perspective, it is true to say that, so long as 
trade and movement are free, the fact of terri- 
torial possession is a matter of secondary im- 
portance to the real incomes of the mhabitants 
of particular areas We can imagme important 
disputes about rates or expenditure on dramage 
between the electors of different county councils 
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But in the mam the adult inhabitant of, shall we 
say, the county of Buckmghamshire cannot feel 
seriously aggneved that the county of Oxford- 
shire IS not “ possessed ” by his county council 
To identify wide territorial jurisdiction with high 
wealth per head for the economic subjects is 
to commit the fundamental error of confusing 
territorial jurisdiction with property rights It 
IS true that this is very often done It is one of 
the standard propagandist weapons of political 
nationalism But it is an error nevertheless If 
I am free to trade with people who live else- 
where, if I may invest money in enterprises in 
that region, if I may pack up my goods and 
chattels and transfer myself and my family to 
that locality and receive equal treatment under 
the law, then the fact that it is “ owned ” by 
another nation is a matter of minor importance 
so far as my real income is concerned I may 
attach mystical significance to membership of a 
certain political commumty I may beheve that 
it IS important that men of the same “ blood ” 
or political tradition should enjoy a common 
government But so long as governmental divi- 
sions do not involve mterference with the free 
movement of men, of capital or goods, these are 
“ pohtical ” rather than “economic” matters 
But, once the pnnciples of independent 
national planmng hold sway, the position is 
changed completely. Once national areas are 
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treated as if they were the private property of 
the state, their markets preserved for its citizens 
only, their resources open to development only 
by national labour and national capital, then 
territorial possession does matter very much 
indeed If the depressed area of South Wales 
were a separate national area and if the citizens 
of that area were deprived of the opportunity of 
seekmg work in more prosperous parts of Great 
Britam, the fact that the state of South Wales 
was so limited in area would he a very grave 
disadvantage It would be a still greater dis- 
advantage if, by reason of a desire to help, let 
us say, some depressed coalfield within the 
English frontier, they were prevented from selling 
any coal to Enghsh consumers In such circum- 
stances the absence of wider territorial possessions 
matters very much mdeed The claim for a 
place in the sun ceases to be empty bombast It 
becomes the fateful expression of an urgent and 
insistent need 

Now this is a very serious matter — and the 
more fortunate a nation m its actual possessions, 
the more probable the eventual menace to its 
security If it can justly be said by the leaders 
of a hungry people, “ Your poverty is the result 
of ihe%% policy Your deprivation is the result of 
ihe%r possession ” — then there is grave risk of war 
There is real danger of a combmation of the 
“ have-nots ” to plunder the “ haves It is 
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often said that in modem times the origins of 
war have been chiefly economic But this is not 
true Examination of the facts does not bear it 
out The idea of the leaders of national states 
being goaded on to war by grasping capitalists 
has scant counterpart m the recent past ^ It has 
happened occasionally , but m the majority of 
cases the causation of war has been exactly the 
reverse Timid capitalists have been goaded 
into foreign investment to further the policy of 
diplomatic manoeuvre But m the near future the 
idea of the less fortunate peoples being provoked 
to predatory war by the exclusiveness of the 
more fortunate is likely to be a grim and terrible 
reality In a liberal world the theory that the 
mam causes of war are economic is a malignant 
invention Independent national plannmg creates 
the conditions which make it true 

1 Professor Staley’s War and the Private Investor should be con 
suited by those who have any doubts on this subject This masterly 
and dispassionate study has not yet received the attention it deserves 
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CHAPTER V 


TRADE AGREEMENTS AND REGIONAL GROUPING 

1 In the last three chapters we have been dis- 
cussing the implications of independent national 
planning We have traced the genesis of the 
various kinds of national planmng now in vogue 
We have seen that they mvolve at once a shrink- 
age of international division of labour and an 
increase of international instability We have 
seen also that they involve an increase of the 
danger of war 

These tendencies are very actual At the 
present day they are becommg obvious even to 
wide circles of the lay public Trade has de- 
creased Conditions are more unstable The 
shadow of war dominates everything It is not 
unnatural, therefore, that, in such circumstances, 
men’s minds should turn to the possibilities of wider 
kinds of planning, to the possibilities of interstate 
arrangements which should eliminate the dangers 
of pla nnin g on a purely national scale It is to 
projects of this sort that we must now turn our 
attention In this part of the essay we shall 

99 
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examine projects for mternational plans of a 
limited or partial character , m the next, inter- 
national planning on a more comprehensive scale 

2 The simplest form of interstate planning is 
the bilateral trade agreement In return for con- 
cessions as regards its own trade, each party to 
the agreement grants concessions to the other 
Denmark agrees to take more British goods if 
Britain agrees not to exclude so many Danish 
goods “ Buy from those who buy from you ” is 
the principle of their policy In recent years very 
many such agreements have been negotiated 

Now bilateralism is not new It is perhaps an 
exaggeration to say that it was a settled principle 
of policy m the early mercantilistic era The 
“ balance of bargains ” system has had a more 
coherent existence m the minds of economic 
historians than m the pamphlets of the sixteenth 
and seventeenth centuries ^ But the idea that to 
secure a satisfactory general balance of trade it 
was necessary to watch the balance with particular 
countries did influence both the thought and the 
practice of those times The balance of trade 
with India was the subject of extensive con- 
troversy At a later stage the balance of trade 
with France gave rise to some misgivmg • From 
time to time, both dealings in foreign money and 

* See Vmer, “ English Theones of Foreign Trade before Adam 
-Smith,” Journal of Poltttcal Economy, vol 38, pp 259-260 
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the actual movements of goods were regulated 
with a view to bilateral balancing 

But as trade developed and insight into its 
ramifications became more general, such concern 
with particular balances became more and more 
exceptional It was reahzed that triangular or 
multilateral trade was as natural for countries as 
for persons, and that many of the commercial 
developments which were thought to be most 
profitable would not have come mto being if trade 
were regulated on strictly bilateral lines ^ By 
the middle of the nineteenth century, it had 
become customary to enter into agreements 
whereby any reduction m obstacles to trade made 
to one government were automatically extended 
to all the others The “ most-fa voured-nation 
clause ”, as such provisions were entitled, was the 
direct antithesis of the principle of bilateralism 
And even up to the outbreak of the Great De- 
pression, in spite of the prevalence of projects 
for preference systems and regional groupings, 
no frontal attack was made on the principles of 
multilateral trade 

Such a state of afiairs, however, was incom- 

^ See, for instance, Adam Smith’s trenchant comment on doctrmes, 
whereby “The sneakmg arts of underling tradesmen are erected 
mto polAical maxims for the conduct of a great empire , for it is 
the most underlmg tradesmen only who make it a rfe to employ 
chiefly their own customers A great trader purchases his goods 
always where they are cheapest and best, without regard to any 
little interest of this kind ’’ The Wealth of Nat*ona (Cannan’s Edition), 
vol 1 , p 467 
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patible with the development of the tendencies 
which we have already exammed The resort to 
quantitative regulation of trade involves almost 
inevitably a reversion to bilateralism The allot- 
ment of quotas involves separate bargammg with 
the difierent sources of imports The destruction 
of the world markets makes resort to special 
agreements regarding “ indispensable ” supplies 
a strong probability^ Moreover, the various 
monetary controls, which have been so con- 
spicuous a feature of recent crisis policy, make 
bilateral arrangements regardmg trade almost 
indispensable Arrangements to clear debts to a 
particular country against debts from that country 
involve strmgent measures to brmg the trade 
relationships concerned into some sort of eqmli- 
brium, if the clearmg is not to break down In 
the scramble for markets which has followed the 
spread of the now almost universal restrictionism, 
absence of discrimination between difierent cus- 
tomers has not seemed an important object of 
policy 

3 It IS easy to understand all this as a desper- 
ate expedient of economic nationalism m diffi- 
culties But it IS not easy to regard it as a stage 
in the development of rational world planning 
It IS certainly less impracticable than complete 
isolationism But, as compared with looser types 

1 See above. Chapter IV, para 3 
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of independent national planning, its advantages 
are not so obvious It is probably easier to work. 
But it IS doubtful whether it involves less disturb- 
ance to the international division of labour And 
there are certain contradictions in the very idea of 
bilateralism which independent national planning 
need not necessarily involve 

If the world were divided into two national 
areas, it is obvious that, in equilibrium, payments 
out and payments in must exactly equal each 
other If the inhabitants of one area were m- 
debted to the inhabitants of the other area, there 
would not be equality between imports and 
exports, m the narrow sense of services currently 
rendered The creditor country would have an 
excess of imports and the debtor country an 
excess of exports But current claims and debts 
must completely cancel out Indeed, we must 
take it as axiomatic that, m equilibrium, the pay- 
ments between any group of individuals and the 
rest of the world must exactly balance If it 
were not so, there would not be equilibrium 
But as soon as we assume that the world is 
divided into more than two areas, then, so long 
as trade is free, it does not m the least follow that 
there must be equality m this sense between 
the debts and claims of the inhabitants of any 
two groups taken separately Indeed it is obvious 
that, if it were so, it would be a sheer fluke, a 
statistical accident for the silly season It is 
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indeed necessary that purchases from all groups 
taken together should balance sales to all groups 
taken together, if mdebtedness is not to increase 
or capital to run down If this does not happen 
there are forces tendmg to bring it about But 
it IS not in the least necessary that purchases 
from each group should balance sales to each 
group There is no force operative which would 
tend to bring it about It would be improbable 
if there were only three groups , and the greater 
the number of groups the more improbable it 
becomes If a single individual told us that his 
sales to his several tradespeople exactly balanced 
their respective sales to him, we should scarcely 
credit his story If trade were naturally bilateral, 
then money would be unnecessary 

It follows, therefore, that if attempts are 
made to force mternational trade into bilateral 
channels, much potential wealth must be sacrificed 
International bilaterahsm is essentially a return 
to mternational barter And just as a return 
to barter in general would restrict the general 
division of labour to those hmits withm which 
individual producers could find a direct coinci- 
dence of individual wants, so a return to barter 
m international transactions must restrict inter- 
national division of labour to those limits.which 
are set by the comcidence of international wants 
The accident of the pohtical subdivision of .the 
world would impose completely arbitrary restric- 



TEADE AGREEMENTS 


105 


tions on what, from the mtemational point of view, 
would be the most economical use of resources 

We can see this very clearly if we consider 
the effects of change m such a system Let us 
suppose that at the outset the statistical fluke 
contemplated above had actually happened , that 
is to say that the general conditions of supply 
and demand were such that, not only did the 
payments between each area and all other areas 
together exactly balance, but that the payments 
between each area and each of the others taken 
separately also balanced exactly In other words, 
let us suppose that the international division of 
labour which made costs a mimmum also hap- 
pened to be that which produced equality of 
bilateral balances 

Now let us suppose some simple change in 
the conditions of production Let us suppose, 
for instance, the discovery of rare mineral re- 
sources in, let us say, Liberia In order that 
bilateral balancing might contmue, it would be 
necessary that the expansion of demand for this 
product m each country should be accompanied 
by an exactly parallel expansion of demand for 
the products of these countries m Liberia If it 
were not so, then the “ equflibrium ” would be 
ruptuBed And if it were attempted to mamtam 
it by trade restrictions, then some, at least, of 
the.benefits of the new discovery would be lost 

Suppose, for mstance, there were an extensive 
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demand for this product m Great Britain It is 
not at all certain that there would arise a corre- 
sponding demand m Liberia for British products 
But under free conditions this would not matter 
The Liberians might spend the proceeds of sales 
to inhabitants of Great Britain on products 
from elsewhere But the people from whom 
they bought might be willmg to buy British 
products Or if they were not, then the people 
from whom they bought and so on It 
IS not certain that equihbrium would be re- 
established without some readjustments of prices 
and costs at different pomts m the circle But 
in principle there need be no more difficulty than 
when the lawyer buys more from the frmterer 
without first havmg ascertained that that trades- 
man IS likely to increase his demand for litigation 

But under bilateralism, these easy arrange- 
ments would be excluded If the Liberian 
demand did not expand pan passu with the 
British, then the British import of Liberian 
products would be restricted Thus the Liberian 
production would be prevented from expandmg 
so far as would otherwise be profitable And 
the British consumer would go unsatisfied And 
the people elsewhere who would willingly have 
taken more British products but whose own 
products were more acceptable to Liberia, would 
be out of it altogether 

Now, no doubt, quantitatively considered, a 
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single set of losses of this kind may not be very 
great in relation to the sum-total of trade But 
the cumulative effect of permanent prevention of 
other than bilateral expansion may be very great 
indeed If every tune that there occur changes 
in the general conditions of supply and demand, 
these changes are only allowed to work within 
the Procrustean limits of bilateral trade agree- 
ments, the retardation of the speed of economic 
development will be very considerable and the 
sacrifice of potential wealth will be great Over 
short periods, indeed, it is probable that the 
optimal distribution of trade between different 
countries does not vary a great deal But over 
longer periods it may be completely transformed 
At any moment the magnitude of desirable 
change may be so small that to prevent it may 
seem a very minor evil But, in the long run, it is 
]ust these small changes which amount to those 
big changes which we recognize as economic 
progress The world would be a very much 
poorer place today if bilateralism had been the 
rule during the century that has ]ust passed 
And there does not seem any very oonvmcing 
reason for believing that it will not be very much 
poorer than it might be, if bilateralism is to be 
the rule m the century that is to come It is 
really very weak to argue that whereas the 
world was not ripe for bilateralism then, it is 
ripe for bilateralism now For the world can 
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only be ripe for bilateralispi when it has been de- 
cided that production at high-«fost is more sensible 
than production at low cost , that is to say, when 
it has been decided that less wealth is to be pre- 
ferred to more Bilateralism is the negation of 
the mam principle of productive economy 

4 The case agamst bilateralism is not limited 
to these rather statical conclusions If the net 
effect of bilateralism were merely to arrest the 
speed of economic progress, then although the 
world as a whole is still very poor, it might be 
urged that the loss m potential wealth would be 
outweighed by a gain m stability of conditions 
Better a limited division of labour and certamty, 
it might be said, than an unlimited division and 
uncertainty 

Unfortunately there is no reason to believe in 
the probability of such compensating advantages 
If hitherto there had been no mtemational trade, 
if the planmng of international trade merely 
involved the settmg of hmits to trade relations 
which were yet to grow, then it is not mconceiv- 
able that the effects of bilateral restrictions might 
exhaust themselves m a limitation of wealth yet 
to be achieved There would not be complete 
fragmentation of the planet as under th(Trough- 
gomg autarky The mtemational division of 
labour would exist But it would be hmited to 
the possibilities of direct barter 
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But it IS not s() ‘As things are, bilateralism 
must be imposed on a world many parts of which 
have already become specialized to trade which 
is not bilateral The entrepot trade, the business 
of the great ports and commercial centres, depends 
upon trade relations which are essentially multi- 
lateral If trade is to become bilateral these 
centres must decline The mdustrial capital 
which has been invested m developments de- 
pendent on the possibihty of triangular trade 
must be written off, and the labour which has 
become specialized in these centres and occupa- 
tions must turn elsewhere for a livmg The 
magnitude of the difficulties in centres such as 
Liverpool, Amsterdam, Hamburg, which must 
follow the suppression of multilateral trade is not 
easy to exaggerate 

But this IS not all There is no reason to 
believe that, even with these sacrifices, a world 
mov ing towards bilateralism would settle down 
into equilibrium Bilaterahsm destroys the world 
market It makes what trade is permitted a pure 
Wsmess of horse tradmg And since, bilaterahsm 
or no bilaterahsm, the conditions of production 
and demand are contmuaUy changmg, there is no 
reason to suppose that this business can reach any 
sort of»stable conclusion The trade connections 
of one country with another may be ruthlessly set 
aside overmght in order that the second country 
may be m a better position to bargam with a 
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third The execution of bargains which have 
been made involves the imposition of controls 
which themselves react on the volume of trade 
and m turn necessitate further bargains So far 
from establishmg a tendency towards greater 
stability and equihbrium, bilateralism seems to 
tend towards cumulative instability 

These conclusions are not “ merely ” theo- 
retical It is possible, indeed, that they may be 
reached by elementary reflections on the very 
nature of trade It is not necessary to throw 
spanners into complex machinery to show that 
such a habit is productive of frictions But m fact 
they are abundantly verified by experience The 
spanners have actually been thrown and parts of 
the machine are jammmg before our eyes The 
declme in triangular transactions is one of the 
most conspicuous features of the present depres- 
sion of international trade The causes of this 
decline are various In part it is due to the 
cessation of international capital movements 
But m part it is due also to policy The British 
tariff which has impeded imports from continental 
Europe has impeded the mechamsm whereby the 
raw-material producmg centres were able in- 
directly to hquidate their indebtedness to Great 
Britain The trade agreements of Mr Eunciman, 
the clearmg agreements of Dr Schacht, the 
multitudmous clearmg agreements for South-east 
Europe and South America have all tended m the 
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same direction And the persistence of currency 
instability, and the cessation of international 
capital movements which accompanies it, has 
prevented any mitigation of the stress which 
brought these policies mto operation ^ Few thmgs 
are more certain than that while this state of 
affairs persists, international trade must stagnate, 
existing international investments must be in 
danger, and the whole movement of mternal 
recovery which has taken place within certam of 
the national systems since 1933, must be regarded 
as liable to sudden reversal 

5 It IS sometimes urged that the way out of 
all this chaos is to be provided by agreements, not 
between governments, but between local groups 
of producers International agreements between 
national groups of producers with regard to the 
area of sales are to supplant the network of tariffs, 
quotas and licence systems m which trade is at 
present entangled The attempts which have 
been made hitherto to hberate trade by negotiating 
tariff reductions have been misconceived, it is said 
It IS not possible to remove tariff barriers until 
trade conditions are stabilized First let there be 
international cartels with full power to settle area 

1 For more detailed treatment of this part of the subject reference 
should be made to the annual World Economic Survey of the League 
of Natjons Mr Folke Hilgerdt’s The Approach to Bilateralism — A 
Change in the Structure of World Trade (Index, August 1935), should 
also be consulted 
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quotas The reduction of tariffs will then be a 
matter of comparative simplicity This is not a 
proposal which sprmgs from academic economists 
It IS a proposal which has had the support of 
statesmen and the heavy industries No less a 
figure than M Herriot has been at pains to 
write a book bearing the optimistic title, The 
United States of Europe, m which he elaborates 
such a project ^ The late M Loucheur lent it the 
sigmficance of his support and his influence 
Now there can be no objection on prmciple 
to industrial arrangements that overlap national 
boundaries In a world not ridden with eco- 
nomic nationalism, nothmg would be less remark- 
able than that advantages of propmquity and 
productive convenience should lead to the forma- 
tion of compames, and arrangements between 
companies, that were mternational in nature 
It has often been the hope of mternational 
hberals as of international socialists that a 
growmg mternationalization of economic life 
would lead to a dmunution of national political 
ammosities Given a wise mternational plan- 
rung, the hope is stiU not irrational 

AH this should go without saymg But it is 
a far cry from the recognition of the desirability 
of internationalized busmess to the belief that 
the international sales agreement as such is con- 

1 The United States of Europe, by Eduard Hemot, knghsb 
translation by B J Dingle 
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ducive to this end There are indeed reasons 
for believing exactly the contrary 

In the first place, we must recogmze that 
many of the existmg mternational sales agree- 
ments are themselves dependent on the existence 
of tariffs and quotas In the absence of such 
obstacles, they would themselves cease to operate 
The authorities of the various states, convmced 
that it IS their busmess to secure as large a 
volume as possible of sales for their local in- 
dustrialists, place the apparatus of restraint of 
trade at the disposal of the trade associations 
The quotas actually secured are the result of a 
process of bargammg m which the erection of 
restrictions, or the threat of restriction, plays 
a very essential part One has only to recollect 
the collaboration between the British Board 
of Trade and the British Iron and Steel Trades 
Federation in the recent negotiation with the 
Steel Cartel to see how the mechanism works 
In the absence of state assistance the British 
quota would have been much smaller Speaking 
generally, it may be asserted that the area quota 
type of agreement, as it exists in continental 
Europe today, would be a comparatively rare 
phenomenon if it were not for the active support 
of the different states In the absence of tariffs, 
it would not be to the mterest of low-cost pro- 
ducers to make agreements with their high-cost 
competitors 
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But let us Ignore these practical difficulties 
and let us examine the proposal in the light of 
more general considerations Let us suppose 
that, with the support of them respective govern- 
ments, the high-cost and low-cost producers of 
the different national areas have met together 
and agreed upon a parcellmg-out of the different 
markets in such a way as to obviate the neces- 
sity of any additional protection from tariffs or 
quotas Is this a result conducive to a rational 
disposition of resources * Is this a result which 
achieves that division of labour between the 
inhabitants of the different national areas which 
would come about m the absence of restrictions ^ 

Surely not The effect of tariffs, as we have 
already seen, is to prevent the optimal adjust- 
ment By raising the prices of imported goods, 
they make it possible for high-cost producers to 
remain in business They make it possible, that 
IS to say, for resources to be applied in Imes of 
business which are less productive than the other 
lines of business which would outbid them if it 
were not for the existence of the tariff They 
impede that international division of labour which 
would bring resources to the pomt of highest 
return 

But in what respect are the arrangemeiats con- 
templated substantially different from this * The 
tariffs are to be rendered unnecessary The high- 
cost production is to be protected another way 
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But, so far as the disposition of resources among 
different lines of production is concerned, the 
effect IS the same The tariffs prevent the low- 
cost producers undercutting the others The 
agreements do hkewise We may well ask, what 
IS the benefit from the repeal of tariffs which is to 
follow the estabhshment of such a system ? To 
prevent the suspicion that prices are artificially 
high any longer * The gam is a pure optical 
delusion The form of restrictionism has changed 
But the substance is unaltered 

The fact is, of course, that it is not the function 
of a rational organization of production to procure 
to each area its “ proper share ” of each and every 
Ime of industry which governments or entre- 
preneurs would wish to have domiciled there 
The object of rational plannmg must be to see that 
tfieTbcal factors of production are applied at the 
points of maximum productivity And this im- 
plies that all but the industries at which the local 
factors are most efficient are not domiciled m 
the area To a certain primitive outlook, highly 
prevalent m our own day, there is a certain 
intrinsic value m the presence withm the local 
government area of different tjrpical kmds of 
mdustry — an iron and steel industry, a textile 
industiy, a chemical mdustry, a sugar-beet 
mdustry It is thought to be m some sense 

a national humiliation not to produce pig-iron 
within the borders But the danger of war apart 
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— ^which may justify many departures from 
maximum productivity — ^if these industries do not 
happen to be the mdustnes at which the local 
factors of production are most efficient, such an 
outlook IS pure mysticism — ^and a rather infantile 
mysticism at that There is no economic advan- 
tage in havmg iron and steel mdustnes if iron and 
steel can be procured more cheaply from abroad 
The logical conclusion of the attitude, which 
would have each area allotted its “ proper share ” 
of the different possible mdustnes, would be 
complete suspension of international division of 
labour — national autarky by international agree- 
ment ' A tranquil condition for the “ United 
States of Europe ” ^ 


6 It IS sometimes thought that all the diffi- 
culties we are discussmg sprmg essentiaEy from 
certain accidental limitations of the existmg 
national areas It is agreed that, given the 

* Nevertheless if we were offered the choice between a world 
parcelled out into national sales areas by international cartel agree- 
ments with no tanfis, and a world split up mto national markets by 
high protection, it is probable that we should choose the former 
We have seen already that the choice is not offered In real life, if 
not in the speeches of delegates to world economic conferences, the 
cartels depend on the tanffs Still if we were offered the choice, 
the cartels would have it every time But why T Not because there 
IS any important analytical difference between a market protected 
by duties and a market protected by agreements B«t simply 
b^use, m the absence of tanfis, we could be pretty sure that the 
sales quota agreements would break down Tariffs tend to stick 
Monopohes tend to break Sooner or later the low cost producers 
would find the situation mtolerable, and the labour of the world 
would come to be more rationally divided 
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present multiplicity of national areas, the neces- 
sity of foreign trade must involve the most in- 
tolerable complications if internal plannmg of the 
kmd we have been discussii^ is adopted But it 
is urged that these complications could be ehmm- 
ated by a suitable regroupmg of national areas If 
only the different areas could be regrouped into 
suitable economic umts,it is said, the mternational 
complications would fade into insigmficance 
Now there can be no doubt that, from the 
economic pomt of view, the pr^ent multiplicity of 
national areas is an unmitigated nuisance So long 
as each sovereign state claims the right to control 
both the movement of goods and people, the 
multiplicity of states constitutes in the modern 
world an impediment to rational economic arrange- 
ments no less conspicuous than the mass of local 
restrictions and octrois in the middle ages If 
some good fairy overnight could reduce the num- 
ber of national boundaries by half and endow 
the inhabitants of the new area with sufficient 
common sense to co-operate sufficiently with their 
neighbours to maintain at least a minimum of law 
and order, who can doubt that it would be a most 
inestimable benefit * Who can doubt the value 
from the economic point of view of the arrange- 
ments which have prevented the forty-eight states 
of the great American Federation from fallmg into 
the •intolerable confusion of the states of the 
European mainland * Who can doubt the value 
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of the formation of the German Zollverem or the 
umon of the states of South Africa If indepen- 
dent national plannmg could take place withm 
areas not so grotesquely unsuited to the conduct 
of economic policy of any sort as the majority of 
national areas at the present time, then, to that 
extent, the logical contradictions which must 
accompany it would be considerably diminished 
But they would not be eliminated Let us 
Ignore all practical difficulties of delimiting such 
areas Let us suppose that, despite the unequal 
endowment of different parts of the earth’s sur- 
face with raw materials and facilities of produc- 
tion, it were found possible to carve out areas 
which, within limits, could achieve self-suffici- 
ency without complete surrender of the habits 
and customs appropriate to modern knowledge 
Nevertheless, so long as there were difierences of 
costs of producing different commodities m the 
different areas so constituted, so long would there 
be advantage in dividmg labour between them, 
so long would there be a loss of potential wealth 
if the division of labour were restricted Either 
there would be no cost differences, m which case 
there would be no necessity for inter-regional re- 
strictions or there would be cost differences, m 
which case restriction would be a disadvantage 
Now of course it is possible to contend that, 
compared with the great technical advantage of 
planned production, sacrifices of this sort would 
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be a matter of secondary importance And it is 
quite possible to conmve of a world in which the 
distribution of resources was such as to render the 
advantages of co-operation between the different 
parts a comparatively negligible quantity But 
in fact, given the world as it actually is, this argu- 
ment IS not very convmcing The distribution of 
resources and the distribution of people is so un- 
equal that, however ingenious the national re- 
groupings, it does not seem possible to arrive at 
arrangements which render inter-area division of 
labour a matter of small importance It is not out 
of the question to conceive of regroupings within 
which self-sufficiency is possible But it is not 
possible to think of regroupings withm which the 
practice of self-sufficiency would not mvolve the 
most substantial sacrifices The world as a whole 
IS still poor Can it afford such sacrifices for the 
aesthetic pleasures of autarkies not even based 
upon existing national prejudices * 

The fact is, of course, tW the idea of regional 
regrouping as it is usually propounded nowadays 
depends upon what is essentially a wrong concep- 
tion of the purpose of mternational co-operation 
According to this conception, the purpose of mter- 
national division of labour is to enable the in- 
habitaats of different areas to procure from 
abroad the materials and products which they 
cannot produce for themselves. And the obstacles 
to regional regroupmg are conceived to consist 
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essentially m the difficulty of discovering areas so 
seK-sufficient that this necessity no longer exists 
If there could be created, areas, like the celebrated 
island of the Swiss Family Eobmson, m which all 
the flowers and fauna of temperate, tropical and 
even arctic regions — ^to say nothmg of mineral 
resources — existed side by side, then from this 
point of view eveiythmg would be perfect 

But, as we have seen already, this conception 
IS essentially fallacious The purpose of inter- 
national division of labour is not merely to make 
possible the import of thmgs which cannot be 
produced on the spot , it is rather to permit the 
resources on the spot to be devoted wholly to 
the production of the thmgs they are best fitted 
to produce, the remainder bemg procured from 
elsewhere The wider the market the greater 
the specialization possible, the greater therefore 
the real mcomes of all parties to the exchange 
The conception of international trade as the 
jns alter, as the dismal necessity, impairing the 
dehghts of an otherwise perfect self-sufficiency, 
IS essentially the conception of an age which 
has not understood wherein the advantages 
of mternational trade consist It is a sort of 
economic narcissism Plausible enough as a pro- 
paganda for the interests menaced by competing 
imports, it can only be regarded as evidence of 
Ignorance or of unsolved spiritual conflicts on the 
part of those who have nothmg to lose 
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It follows, therefore, that the gam from regional 
regrouping or wider units of any kind is not a gam 
of greater self-sufficiency, but a gam of the aboli- 
tion of so much self-sufficiency on the part of the 
areas which are thus amalgamated It is not m 
the fact that the tariff area of the American 
Federation constitutes an area which could be 
self-sufficient that the gam of Union consists It 
IS in the fact that the forty-eight states which 
constitute the Union are each not compelled by 
internal limitation of markets to a greater degree 
of self-sufficiency than the natural conditions of 
production warrant It is not the possible self- 
sufficiency of the area as a whole, but the absence 
of self-sufficiency on the part of the constituent 
states, which is the advantage of the Union 
It follows, too, that any gam m productive 
efficiency which is secured by the abolition of 
“ internal ” obstacles is a gam which has its 
cost if it IS secured only by the erection of 
obstacles around the area From t he, mter- 
national point of view, the t^iff union, ismot an 
advantage m itself It is an advantage only m so 
far as, on balance, it conduces to more extensive 
division of labour It is to be justified only by 
arguments which would justify still more its 
extension to all areas capable of entermg into 
trade relationships The only possible vmdica- 
tion of the retention of old restrictions or the 
erection of new ones is the argument that, m their 
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absence, the tendency to restrict would be still 
more rampageous No doubt if we could coax tbe 
rest of the world into free trade by a high tariff 
union agamst the produce of the Eskimos that 
would be, on balance, an mtemational gam But 
it would be inferior to an arrangement whereby 
the Eskimos were included The only completely 
mnocuous tariff union would be directed agamst 
the inaccessible produce of the moon 

In practice this belief that it is possible to 
fight restrictionism by restriction is likely to 
prove a most dangerous delusion Hope deferred 
maketh the heart sid^ To the v^- meaning 
lEt^ationalTsf anxious to stem the flood of 
irrationality which is threatemng to overwhelm 
us, it is tempting to believe that by acquiescing m 
the idea of a little restriction he may hope to trick 
the interests into the abolition of much And no 
doubt there are conceivable cases where the evils 
of high protectionism by small states are very 
obvious — Central Europe is perhaps a case m 
point — m which it should not be out of the ques- 
tion to secure some “concession” all round in the 
mterests of a less irrational arrangement But m 
the mam it is not so You cannot make omelettes 
without breakmg eggs And you cannot abolish 
tariff barriers anywhere without injuring some 
mterests^ In the absence of a firm public 

1 It 18 perhaps worth noting that the most conspicuous example of 
a tanfi union which, from the mtemational point of view, must bo 
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opinion persuaded of the undesirability of restric- 
tions as such, the likelihood is either that the 
interests will block the whole thing, or that they 
will make it a pretext for the erection of new and 
even more iniquitous limitations The economist 
can never beat the interests if he starts by playing 
their game It is not that he is less intelligent 
But he has less technical knowledge , and by 
agreeing to restrictionism at all he surrenders 
the issue on which he has logical superiority 
To dissipate the restrictiomst fallacies which at 
present befog public opinion may well seem to be 
a policy which promises less speedy results than 
some compromise with the opposition But, in 
the long run, it is the one policy which has the 
ghost of a chance of success 

7 All this has the most intimate bearing on 
one of the most discussed of contemporary prob- 
lems, the problem of the “ unsatisfied ” nations 
It IS often urged by the spokesmen of these nations 
that the absence of colomal possessions is a grave 
economic disadvantage It deprives them of 
access to raw materials, of opportumties for 
mvestment and migration, of a sufficient supply 
of foreign exchange And the men of goodwill 

judged to have been an unquahfied success, the German ZoUverein, 
was not brought about by restrictiomst measures The duties 
impo^d by the union were not intended to be highly protective, but 
rather to safeguard the revenues of the constituent states, and 
arrangements were made for their progressive reduction 
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among the satisfied, acqmescmg in the justice 
of these accusations, urge likewise that, in the 
interests of international peace and justice, it is 
incumbent on their governments to hand over 
large tracts of territory to those who were not so 
fortunate in the race for colomal possessions 
Now there is a problem here Indeed, it is one 
of the most urgent problems of our day But, as 
stated above, it rests upon misconception It is 
not true that the absence of territorial possessions 
IS a bar to the purchase of raw materials The 
most important raw material of British industry 
durmg the nineteenth century — ^raw cotton — was 
purchased outside the Empire , and there is no 
reason whatever to suppose that anybody was a 
penny the worse for that Whether cotton is pur- 
chased in Carolina or the Sudan, it has to be paid 
for Provided that contracts are enforceable in 
both places, it is a matter of mdifference whether 
or not they are coloured the same on the map It 
IS not true that it is necessary to own a country 
in order that investment may be made in it 
The largest proportion of British external invest- 
ment during the mneteenth century went to the 
United States of America It is not true that an 
Empire is needed m order that migration may be 
possible For many years more emigrants from 
Great Britain went to the United States than 
to any part of the Empire Nor is it true Ahat 
the absence of possessions abroad as such is any 
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impediment to the possession of foreign exchange 
A debt to Canada is the same as a debt to the 
Argentine , the one is no more difficult to liquid- 
ate than the other All these arguments, the 
stock counters of contemporary discussion, in- 
volve crude fallacy They do not touch the root 
of the matter at all 

For the root of the matter is not possession but 
excljjsio n If the Colonial Empires are reserved 
areas for trade and investment and migration, 
then the inhabitants of the areas which have not 
similar reserved areas have a very substantial 
grievance If they are not permitted to sell their 
goods to these areas save on inferior terms, they 
do not so readily acquire the power to purchase 
their raw materials , they cannot divide labour so 
extensively If they are not permitted to invest 
there, their capital has to be mvested at an 
inferior margin If they are debarred from immi- 
gration, they have to suffer the ills of relative 
over-population These are real grievances which, 
if realized, may provoke men to the sheddmg 
of blood If they were not wrapped up in the 
fallacies of the pohcies of autarky and power, 
they would carry overwhelmmg conviction to all 
disinterested mmds When Dr Schacht says that, 
because his country does not own more territory, 
he IS short of foreign exchange, he is usmg the 
language of fallacy But if he says that dis- 
crimmation against German goods, in territories 
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whicli are not possessed by Germany, tends to 
turn the terms of trade against Germany and so 
makes the foreign exchange position and the pur- 
chase of raw materials more difficult, he is stating 
a fact which no candid person can deny 

It IS obvious that such considerations have the 
most profound sigmficance for the future policy 
of the British Empire So long as Great Britain 
adhered to the policy of the “ open door ”, it was 
no empty claim that those parts of the Empire 
which were admimstered from at home were ad- 
ministered as if in trust for the world as a whole 
— we had no responsibility for the protectionism 
of the Dommions So long as foreign goods were 
admitted free and foreign investment and foreign 
settlement not discrimmated against, the English- 
man was not economically better ofE than the 
foreigner because his country had wide posses- 
sions ^ The myopic apostles of continental re- 
action who never understood the principles of 
classical liberalism, their mmds befuddled with 
the leaden clangour of another imperial idea, may 
have demed this But their accusations do not 
hold water The admmistration of the free-trade 
Empire is not one of those episodes of history of 
which Englishmen need be ashamed No foreigner 
was poorer because of the width of our territories, 

^ The advantages of government employment to the middle 
classes were probably never financially greater than the expenses of 
defence and admmistration 
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so long as these principles were adhered to If he 
said he was, he can only have been hoping that 
if his government possessed them it would ad- 
minister them on difierent prmeiples 

But with the passing of free trade and with the 
coming of the Ottawa system all this has changed 
We have joined with the protectionist parts of the 
Empire to exclude the products of the foreigner 
We have imposed limitations on the import into 
the poorer parts of the Empire of cheap goods 
from Japan We can no longer claim that the 
peoples of the nations without colonies are no 
worse off because of our policy. It is just these 
peoples who have been hit We have erected a 
fence round the Empire The factors of produc- 
tion elsewhere must now work at inferior margins 
In this we are no worse than the other protec- 
tionist Powers It IS not to be believed that if the 
Empire as a whole were handed over to Germany 
or Japan it would be adimnistered on free-trade 
Im ps , it 18 indeed the victory in Great Britam of 
the retrograde German ideology of exploitation 
and power which has been responsible for the rum 
of the splendid principles of internationalism and 
freedom ^ We are not worse than the unsatisfied 
But perhaps we are more vulnerable 

1 It would be very easy to show the direct Germau inspiration 
of the Enghsh Tang Eeform movement The ideas of Ashley, 
Cunningham and many others were of obvious German origin The 
spiritual home of modem British Imperialism is the sheU w^oh 
holds the verbose proceedings of the Verem fUr Sozuilpolttxk The 
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It IS the tragedy of such a situation that, short 
of a complete reversal of pohcy, there is no way 
out There is no ultimate solution by a mere 
redistribution of territory If we were to make 
the most stupendous effort of altruism and were to 
hand over to the unsatisfied Powers large blocks 
of the Empire, the problem would still exist If 
there were to be a war and we were to be defeated 
and shorn of all our possessions, the grievance 
would merely have shifted its habitation There 
IS no conceivable repartition of the earth’s surface 
which would be permanently satisfactory 

What IS needed is not repartition but the lower- 
ing of all those barriers to trade and investment 
and migration which afford a real pretext for 
the argument that the accident of history which 
gave the governments of some areas less of the 
territories of this world was also an accident which 
doomed the inhabitants of these areas to a posi- 
tion of avoidable economic inferiority Until that 
IS done, the danger of war will persist 

changes in Bntish Fiscal Pohcy of 1932, which were among the last 
embarrassments of German Pohtical Democracy, sprang from the 
mfluence of those German scholars whose hves were devoted to un 
domg the work of the Avfhlarungszexl Interestmg case material for 
M Benda' 



CHAPTEE VI 

INTERNATIONAL PLANNING OP PARTICULAR 
LINES OF INDUSTRY 

1 In the last chapter we have been considering 
interstate planning of particular channels of trade 
We have examined the significance of bilateralism 
and international sales quotas and the implica- 
tions of proposals for regional regrouping We 
have glanced at the bearmg of all this on recent 
discussions of the colomal problem We must now 
consider another type of policy — the international 
planning of particular lines of mdustry Ad- 
mitted that the attempt to plan trade by geo- 
graphical muts, or arrangements between geo- 
graphical units, is likely to lead to difficulty, may 
we not hope for a solution by plaimmg, not on 
geographical, but on industrial lines ? May we 
not achieve international economy by orgamzmg 
each mdustry on an international basis 

It is^to the discussion of this question that the 
present chapter is devoted It should be borne 
m mind throughout that we shall be discussmg 
only the plannmg of particular Imes of production 
129 K 
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m isolation Tlie planning of international pro- 
duction as a whole is a problem we shall discuss 
later 

2 International control of particular lines of 
production is a comparatively recent develop- 
ment of industrial organization In certain 
branches of manufacturing mdustry, international 
sales quota arrangements of the type we discussed 
in the last chapter were begmmng to make their 
appearance even before the war In certain Imes 
of production the organization of production into 
national groups had made considerable progress, 
especially in areas of high protection But, 
speaking broadly, before the war the formation 
of international organizations attempting to 
regulate international production was a very 
exceptional occurrence Agreements between 
governments giving statutory sanction to such 
arrangements were almost completely unheard of 
‘‘ Twenty-five years ago ”, says Mr Rowe, “ any- 
one who prophesied that the world supply of most 
of the important primary products would be sub- 
ject to artificial control, as a result of agreements 
between the producers or their governments, 
would not have commanded one minute’s atten- 
tion from economists or busmess men ” ^ 

The war, however, greatly altered the relation 
of governments to the organization of production 

' Markets and Men, p 2 
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The exigencies of war necessitated (or were 
thought to necessitate) governmental control of 
production , and the obvious administrative con- 
venience of being able to negotiate concermng 
such controls with representatives of the different 
groups of national producers led governments, not 
merely to encourage, but often to enforce, the 
formation of associations for this purpose All 
over the world, producers, who hitherto had lived 
in fear and trembling of accusations of mono- 
polistic combination, suddenly found themselves 
urged to combine to form groups which could 
speak for “ the industry ” as a whole This 
happened not merely in manufacturing industry, 
where other tendencies towards greater centraliza- 
tion were sometimes already m operation, but in 
agricultural and extractive industries where no 
tendency to combination existed, or was even 
likely to exist, in the absence of governmental 
encouragement 

When the war ceased these organizations per- 
sisted And when, as a result of the vast changes 
in the conditions of supply and demand which the 
change over from war conditions necessitated, 
some groups of producers found themselves m 
difficulties, they tended to resort to collective 
action to attempt to remedy the position They 
formed pools and restriction schemes They in- 
voked the assistance of their governments , and 
not infrequently this assistance was forthcommg 
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The period between the armistice and the coming 
of the Great Depression is marked by the spread 
of national restriction schemes — ^the trade umons 
of the agricultural and raw material producers 

These schemes were not very fortunate For 
the time bemg mdeed they succeeded m maintain- 
ing prices But they did not succeed in controllmg 
production Even when production was nation- 
ally controlled, mtemational competition was 
stimulated The over-investments of the boom 
period were, in part at least, the result of the 
stimulus of high prices brought about by restric- 
tion Vast stocks accumulated m the commodity 
markets, a growing menace to stability And 
when the boom broke, they collapsed We do 
not read the lesson of the depression correctly 
if we do not recognize the extent to which its 
seventy was enhanced by the collapse of restric- 
tion schemes 

It might have been thought that the effect of 
all this would have been to suggest suspicion of 
the general desirability of such agreements In 
the pre-war mdustrial structure the collapse of 
a boom did not work such widespread havoc 
The secular fluctuations of demand for particular 
products were met by a gradual adjustment of 
the competitive mechanism The less efficient 
umts closed down The capital and labour were 
transferred elsewhere Hard as this mig ht be m 
individual cases, there can be little doubt that it 
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was conducive to changes which were favourable 
to the vast body of consumers There was more 
stability in a system which yielded at once to 
change than in a system which did not yield till it 
snapped 

But this was not the moral drawn by the 
governments and the producers They urged that 
there had been, not too much, but too little re- 
striction, that what was wanted was the erection 
of controls which should be so all-embracing as to 
preclude the rise of outside competitors Accord- 
mgly, like the poet who was worsted only to fight 
better, they proceeded to orgamze restriction on 
an even vaster scale 

For this purpose the producers in the different 
national areas were mduced to enter international 
agreements, allotting to each group a propor- 
tionate share of an aggregate production fixed by 
the periodic deliberations of a central control If 
the producers showed any reluctance, the govern- 
ments themselves mtervened At the present 
time a substantial proportion of the so-called 
primary production of the world is subject to 
national or mtemational controls of this sort 
And, not merely by the groups of producers 
mterested, but also by many who profess to take a 
wider view of the criteria of successful mdustrial 
orgamzation, they are commg to be regarded as 
essential features of the “ ordered society of the 
future ” As m the middle ages under the guild 
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system, the different local economies were organ- 
ized into groups of local producers, differentiated 
according to their products, so, in the twentieth 
century, the world economy is to be organized 
into groups of international producers, differenti- 
ated on a similar basis International planning 
IS to proceed on industrial lines 

3 But it IS just here that difficulty arises 
Here, as in the case of the restrictions on trade 
which we have discussed already, it is easy enough 
to understand the developments which have 
taken place as the make-shift expedients of 
desperate situations But it is not easy to 
understand the state of mind of persons, other 
than the producers who benefit, who regard them 
as something which it would be desirable to make 
permanent 

We may concede immediately that, if restric- 
tiomsm of this sort is to be practised, arrange- 
ments which control the production of all pro- 
ducers are greatly to be preferred to arrangements 
which control the production of only a part If 
the price of any commodity is to be mamtamed at 
a pomt above the competitive level, it is necessary 
to control the total supply If this is not done, 
the experiment is doomed to disaster Outside 
competition grows, over-production is encouraged, 
and sooner or later the market collapses in 
an atmosphere of panic bankruptcy Mr Walter 
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Elliot and others who have attempted price 
maintenance without control of supply may ques- 
tion this But the verdict of history will be 
against them If restnctiomsm of this sort is to 
be practised at all, then the new restrictionism is 
superior to the old 

But this raises the fundamental question 
— Is this kind of restnctiomsm really desirable ^ 
It IS clear that it is a form of planning It is clear 
that it IS a form of plannmg which may bring 
financial advantage to those participating in it 
But IS it a form of planmng which can be regarded 
as being in the social interest ? Are its effects 
likely to be such as to be capable of being regarded 
as part of an international plan calculated to 
benefit, not merely the participating producers, 
but the citizens of the world as a whole * The 
wiseacres of admmistration, who tend to regard 
any organization which works as a good thing in 
itself, may be greatly impressed by these vast and 
ambitious schemes But before we can share 
their complacency we must be convinced, not 
merely that the organization works, but also that 
it works for purposes which the citizens of the 
world would approve 

Now, so far as the sale of goods actually pro- 
duced IS concerned, it may be admitted that re- 
striction by production quotas has much to com- 
mend it above the restriction of area of sales, 
discussed in the last chapter Once the volume 
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to be sold has been determined by the control, the 
amount released for sale is sold in the world 
market at prices which do not discriminate be- 
tween different geographical groups of consumers 
Unless governments choose to complicate matters 
by tariffs and quotas, we do not witness the 
phenomenon of differences of prices unjustified 
by differences in costs of transport, etc On the 
assumption that, in the market, one man is to be 
regarded as being as good as another, and that 
therefore it is not fair that different prices should 
have to be paid by different people for similar 
units of a given world supply, this is obviously 
superior to a regime of divided markets 

But as regards the distribution of resources 
between different Imes of production and the 
determmation of the volume of production in 
general, both forms of restriction are open to the 
same fundamental objection They both tend to 
stereotype the conditions of production m favour 
of the high-cost producers They tend, that is to 
say, to make the production of the high-cost pro- 
ducers greater, and the production of the low-cost 
producers less, than would be dictated by the 
requirements of a rational allocation of resources 
Moreover, they tend to make production as a 
whole less than it otherwise would be The 
dilemma is unescapable Either the quotas are 
the same as they would be without restriction^-m 
which case they are unnecessary — or they are 
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different — in which case they are harmful There 
IS no third alternative 

This drawback would probably be generally 
admitted That restrictionism restricts is not a 
proposition which would be often contested Nor 
is it really open to question that it restricts in 
the interests of those producers whose costs are 
highest — that is to say, those producers whose 
resources would first be transferred to other Imes 
of production in a rational organization of pro- 
duction But it is often said that, while it may 
have this “ static ” disadvantage, it has the com- 
pensating “ dynamic ” advantages that it evens 
out fluctuations through time It keeps things 
steady It facilitates more orderly adaptation 

But this IS to misconceive the nature of the 
argument ]ust developed To demonstrate that 
the production quota arrangement favours high- 
cost production is not merely to demonstrate that 
it mvolves the “ static ” disadvantage that pro- 
duction IS less and takes place at higher average 
cost than need otherwise have been the case , it 
IS to demonstrate also that the adaptation of the 
productive apparatus is impeded by the selfsame 
arrangements To keep high-cost producers alive 
IS to prevent “ dynamic ” adjustment The re- 
striction scheme means, not only that at any 
moment the volume of production is restricted , it 
means also that /rom moment to moment the more 
efficient producers are prevented from displacing 



138 PAETIAL INTEENATIONAL PLANNING pt n 

the less If this is not a dynamic disadvantage it 
would be interestmg to know what is ^ 

It is sometimes said that such restrictions are 
desirable because, if prices are not maintained 
now, then, later on, supplies will be endangered 
If voluntary restriction is not practised now, then 
mvoluntary restriction, arising from a shortage of 
productive equipment, will occur in the future 
What appears to be merely in the interest of the 
producers is in fact in the interest of the con- 
sumers also Sentiments of this sort are not 
restricted to the Howiesons and the Hatrys 
It IS not easy, however, to find cases where such 
a shortage has actually happened There is no 
conspicuous case where scarcity has been brought 
about by the absence of restriction Indeed, it is 
not very easy to see the causation of such a pro- 
cess Presumably if prices are allowed to fall, 
some producers go out of business But this does 
not mean that their plant necessarily goes out of 
operation It can be taken over by enterprise 
not encumbered by the old capitalization It 
will only go out of operation if the cost of workmg 

* The operation of the Tin Restriction Scheme is a good 
example According to Mr Rowe, if the consumer of tin could get 
stabihty of pnce he might not mmd paymg a little more than the 
competitive pnce “ But when the well known chairman of one of 
the biggest tin mming compames in Malaya assures hub that the 
East could produce at a profit all the tin reqmred bv the World at 
£100 per ton, and he is paying £230, the manufacturers and others 
naturally consider that the pnce of stabihty is altogether tso high 
and that the tin restriction scheme is nothing more nor less than a 
grasping monopoly ” — Markets and Men, pp 166 167 
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it IS greater than the prevailing price And if 
that IS so, then it is rational that it should be 
abandoned For the cost of working it is de- 
termined by the prospective prices which the 
necessary resources could get for other kinds of 
production But if they can get better prices 
elsewhere than m this particular line of business 
it IS rational that they should go there 

We may be assured, then, that, under competi- 
tion, plant will not be allowed to go derelict unless 
it has definitely a negative value — which would 
certainly not be the case if the prospective demand 
for its products were such as to justify talk of a 
prospective scarcity It is urged, however, that 
the scarcity may arise nevertheless, because, if the 
value of existing capital is not preserved, a suffi- 
cient supply of new capital will not be forth- 
coming New investors will not appear, because 
old investments have lost their value 

This argument is not intrinsically illogical , it 
IS quite conceivable that investors might react m 
this way But there seems no reason to suppose 
that in fact they do so Hitherto m the history 
of the world the shrinkage of the value of old 
investment on account of the lack of foresight of 
investors in the past does not seem to have had a 
deterrent effect on the conduct of new investors 
There is no evidence that willingness to put money 
into what is believed to be a good thing has been 
diminished by the fact that m the past some 
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people have lost their money The conspicuous 
cases of shyness of this sort have arisen, not when 
the losses have been the result of private mis- 
calculation, but when they have been the result of 
arbitrary acts of confiscation or default by govern- 
ments Indeed, if this shyness were at all general 
it would be hard to see why the organizers of 
restriction schemes are so anxious to obtain 
governmental sanction to prevent new mvest- 
ment within their own industry If investors 
were not willing to risk capital m developments in 
which they think they see a profit, the need to 
limit the operation of low-cost producers would 
surely appear less urgent 

In fact, when we look at the broad effects of 
restrictionism on the scale on which it is at present 
practised, not in one but in many branches of 
industry, the boot seems to be very much on the 
other leg So far from restrictionism being con- 
ducive to a free flow of new investment — ^new 
openmgs for capital bemg restricted in order that 
new capital may be forthcoming — it is arguable 
that m fact it works strongly in the other direc- 
tion The various restrictions which are imposed 
have the effect of lowermg the rate of return on 
new mvestment. When the field of investment 
IS restricted the rate tends to fall The investor 
who might have put money into developmg the 
busmess of a low-cost producer has to look* else- 
where for an opemng In the long run, no doubt, 
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some opemng is forthcoming But if, as seems 
probable, the rate of return is lower than he 
expects, he is likely to hesitate before committmg 
himself He says, “ Things can’t be as bad as all 
this I’ll wait and see if somethmg better doesn’t 
turn up ” — and keeps his money on deposit at the 
bank This of course tends to lower the velocity 
of circulation that is to say, it is defimtely 
deflationary 

Thus, m the last analysis, restrictionism, which 
IS defended on the mistaken ground that the rise 
of prices which it promotes is good for trade, is 
instrumental in preventmg that rise of prices 
which, coming from spontaneously renewed m- 
vestment, might be regarded as beneficial It is 
not an accident that the crisis m which resort has 
been made most extensively to this expedient has 
also been the crisis m which recovery has been 
slowest m makmg its appearance In the short 
run restrictionism is deflationary In the long 
run, as we have seen, it is conducive to general 
productive inefficiency If producers m one Ime 
of mdustry practise restrictiomsm, it is conceiv- 
able that they may make gams which compensate 
them for the obvious risks they run But if others 
follow smt — ^then these gams may well be offset by 
a slowing-up of the general rate of progress 

4 » The disadvantages of international indus- 
trial planmng are not limited to the field of pro- 
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duction and distribution Almost equally with 
the disadvantages of geographical planning, they 
extend to the field of politics They involve 
corruption They mvolve mter-governmental 
friction They involve a political structure 
which IS dangerous to democracy 

They do this m various ways In the first 
place, since the allocation of quotas almost inevit- 
ably necessitates the intervention of governments, 
there exists an incentive to the political organiza- 
tion of local bodies of producers As with tariffs, 
so with restriction , if the local producers do not 
themselves organize so as to be m a position “ to 
speak with one voice to the government ”, the 
government takes steps to call such organizations 
into being How well we know the trade associa- 
tions, with their secretaries and their presidents 
and their sot-disant experts, hanging around 
the lobbies of the legislature and waitmg in the 
ante-rooms of Ministers, trying to get a bit more 
“ for the industry ” It is no exaggeration to say 
that, at the present day, these bodies, together 
with the trade unions — ^with whom they are often 
m a somewhat precarious aUiance— are one of 
the dominating mfluences m pobtics all over the 
world This influence is not healthy It is an 
influence which brmgs it about that important 
issues are decided not on merit but by the pull 
of vested interests It is an influence which 
places pohtical independence and dispassionate 
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consideration of the common weal more and 
more at a disadvantage 

“ The member of parhament who supports 
every proposal for strengthemng monopoly 
IS sure to acquire not only the reputation of 
understanding trade, hut great popularity and 
influence with an order of men whose numbers 
and wealth render them of great importance If he 
opposes them on the contrary, and still more if he 
has authority enough to be able to thwart them, 
neither the most acknowledged probity, nor the 
highest rank, nor the greatest public services, can 
protect him from the most infamous abuse and 
detraction, from personal insults, nor, sometimes, 
from real danger arising from the insolent outrage 
of furious and disappointed monopolists ” ^ These 
words were written some time ago But the 
march of time has not invalidated the diagnosis 
The damage is not confined to internal politics 
The negotiations between the governments re- 
garding the allocation of quotas are themselves 
productive of friction and inefficiency The 
governments which represent the high-cost pro- 
ducers want one policy The governments which 
represent the low-cost producers want another 
If there is not to be a complete breakdown, there 
must be .some qmd pro quo elsewhere Decisions 
on fundamentally separate issues are made inter- 
dependent as part of a bargaimng strategy The 

' Wealth of Natxons (Cannan’s Edition), vol i p 436 
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settlement of disputes between the different parts 
of an mdustry becomes an important feature of 
international diplomacy 

But this IS not all The states which represent 
the different groups of producers taken together 
have an interest which is opposed to the interest 
of the states which represent only groups of con- 
sumers The restrictive policy of the states of the 
producers may become a grave source of irritation 
m their relations with the states of the consumers 
The apprehension which was caused m the Umted 
States of America by the policy of the British 
Rubber Restriction is well known It does not 
seem likely that the fact that rubber restriction 
has now become internationalized will do very 
much to allay it Nor does it seem that the 
pobcy, which is sometimes suggested, of placmg a 
“ representative of the consumers ” on the govern- 
ing bodies of the restriction schemes is any real 
cure for the difficulty Possibly small difficulties 
might be smoothed over in this way But it 
cannot solve the great difficulty that the interests 
of consumers are almost necessarily opposed to 
the mterests of particular groups of producers 
when these producers act as a unity It is a 
difficulty which no amount of polite mechamsm is 
eventually capable of concealing 

6 But this brings us to the central and funda- 
mental difficulty of this whole trend of pobcy — 
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the contradiction necessarily involved in any 
attempt to plan particular Imes of mdustry in 
isolation 

Let us suppose that all the incidental diffi- 
culties that we have discovered so far are resolved 
Let us suppose, if it is desired, that the control 
of a particular line of industry is truly inter- 
nationahzed, that the different governments take 
no direct hand in its management , that the 
divers interests of the groups of producers are 
financially amalgamated, so that, if it is thought 
expedient, high-cost umts can be bought out and 
closed down , that there is no pressure to main- 
tain special branches m special areas Let us sup- 
pose even that the industry is socialized 

as part of a world state , that the world state 

has undertaken “ to put the affairs of the 

mdustry m order”, the producers being “incap- 
able of domg it for themselves ” 

Even so, it is submitted, the whole prmciple 
of organization rests upon a total misconception 
of the object to which any pohcy which seeks the 
good of society as a whole, rather than the good of 
a limited part, should be directed The object of 
such a policy, whether on hberal or socialist Imes, 
must be tomamtam the application of the different 
resources of society at the pomt at which they are 
most productive Now such an object cannot be 
conceived m terms of the prosperity of particu- 
lar mdustries At every moment, it is true, the 
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actual distribution of factors can be exhibited, for 
statistical purposes, as a series of groups labelled 
“ industries ” But it is of the essence of the 
conception of an optimal adjustment to changmg 
needs that the contents and size of these groups 
should be contmually shifting Indeed, there is 
no reason to suppose that the classification itself 
will remain appropriate for any length of time 
For the technical processes which give sanction 
to the classification are not processes which have 
value as such They have value only m relation 
to demand and if demand changes, the economic 
status of the techmcal processes changes also 
The economic optimum is not to be attained by 
maintammg an “ iron industry ”, a " cotton 
mdustry ”, a “boot and shoe industry ”, a “ trans- 
port industry ” and so on It is to be attained by 
usmg the factors of production in those processes 
m which they are most productive of the essen- 
tially changmg pattern of commodities which 
the citizens of the world demand As conditions 
change, its attainment must necessarily involve 
the expansion or initiation of some “ industries ”, 
the contraction and even ehmination of others If 

the statistical classification “ the mdustry ” 

IS given, as it were, an economic status, if institu- 
tions are created which brmg it about tl^at “ it ” 
acts as a umty, if the mamtenance of “ its ” pro- 
sperity IS the be-all and end-all of pohcy, then not 
only IS the end of rational policy misconceived, it 
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IS likely also to be frustrated If the controllers 
of each factor of production acting separately- 
acting “ atomistically ”, as is sometimes said by 
those who advocate “ more orgamc ” conceptions — 
strive continually for the highest return, there is 
harmony between its interest and the interests 
of society “Atomistic” units do not gam by 
restriction of their own output But if groups of 
factors with powers of exclusion and restriction 
do likewise, there is no necessary harmony at all 
The interest of the industrial group as such is 
often in flagrant contradiction with the interests 
of society The group may gain by restriction , 
society only by plenty It does not matter much 
whether the group is a group of capitalists or peas- 
ant proprietors, professional men or trade umon- 
ists If they are given the power of exclusion, 
on occasion they tend to use it Nor are thmgs 

greatly changed if “th^. industry” is a 

state or an interstate body So long as it acts as 
a unit and policy is directed to %ts maintenance 
and improvement, so long is there danger that the 
ends of rational plannmg may be frustrated 
“ The ” industry, equally with “the" nation, is 
an inappropriate instrument for the rational 
organization of resources 

These fears are not purely speculative They 
are realized whenever and wherever such institu- 
tions oome into bemg They are abundantly exem- 
plified in the effects of the mdustrial organization 
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of medieval Europe, the guild system, which was 
essentially a system of monopolies of producers 
operating under governmental supervision ^ And 
in our own day, with the dechne of competition 
and the revival of similar institutions, the same 
contradictions come to light 

Let us take, for example, the case of agricul- 
ture It would probably be generally agreed that 
in a world of advancmg agncultural technique 
the optimal distribution of resources would show 
an ever-dimmishmg proportion directed to the 
production of the cruder kinds of food If an 
isolated producer were to discover more efficient 
methods of getting wheat or potatoes, he would 
not continue to devote the same proportion of 
time to this Ime of production He would devote 
less to this, more to the satisfaction of wants 
which were more elastic Similarly with society 
If the application of scientific methods to agri- 

1 “ Though the crafts differed considerably from place to place m 
the amount of internal authority and political mfluence they enjoyed, 
their economic orgamzation was alike throughout Europe Every- 
where Its fundamental traits were the same It was here that the 
spirit of protectiomsm inherent m medieval urban economy showed 
itself most vigorously The counterpart of the privilege enjoyed 
by the guild was the destruction of all imtiative No one was per- 
mitted to harm others by methods which enabled him to produce 
more oheajfily and more qrackly than they Techmoal progress took 
on the appearance of disloyalty The ideal was stable conditions 
in a stable mdustry ” This passage is not by Adam itoith or by 
some similsT “ superficial ” and “ unhistoncal ” classicaieconomist 
It IS by no less a person than Professor Henn Pirenne, one of the most 
justly celebrated and admired of contemporary medieval higtonans 
Pirenne, The Economic and Social History of Medieval Eurove, nn 
185 186 
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cultural production permits us to grow the same 
umt of wheat with a greatly diminished applica- 
tion of effort, a rational planning of production 
would brmg it about that that branch of agricul- 
ture declined, either absolutely if the population 
was stationary, or at least proportionately to the 
whole, if the population was growing We should 
not proceed to take steps to preserve “the” 
wheat-producing industry at the same size, just 
because we had read in books that in olden days 
wheat production was “ much the most important 
industry ” Yet at the present day this is just 
what IS being done And it is bemg done not 
merely by spontaneous restriction by independent 
groups of producers It is being done also by 
departments of state charged with the fortunes 
of “the” agricultural industry Everywhere 
Ministers of Agriculture are busily engaged m 
frustratmg the progress of scientific invention, in 
attemptmg to preserve the occupational distribu- 
tion of the censuses of thirty years ago “ It 
would be a shocking thing if the numbers of wheat 
producers were to dimmish ”, they say ^ But if 
the end of production is the satisfaction of wants, 

* Mr Walter Elliot sometimes evades this limit of absurdity by 
beating the big drum about the scientific progress which renders 
it unnecessary to import from abroad — “ abroad ” being, m the 
interests of Canada, Australia, etc , convemently left undefined As 
we have seen above (Chap III, paras 2 and 3) this is no less a fallacy 
But one^ trembles to think to wfaiat rhetorical stratagems this energetic 
man would have resort to defend his no doubt multitudmous activities, 
if he were Mimster of Agriculture in a world state ! 
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rather than the satisfaction of a sort of kinder- 
garten aesthetic of the lay-out of the productive 
apparatus, it would not be shocking at all It is 
exactly in harmony with the probable require- 
ments of a scientifically progressive society 

The case of agriculture cannot be said to be 
inconspicuous But it may be urged that it is not 
representative All sorts of “ social ” and mili- 
tary considerations dictate the policies of govern- 
ments in regard to agricultural production It 
may be urged that it is not to be regarded 
as typical of the way policy usually develops 
when attention is paid to the organization of 
industries as units rather than to the distribution 
of resources between industries 

Let us therefore take another example, which 
at the present day is hardly less conspicuous In 
some countries railways are owned by private 
interests In some countries they are owned by 
the state But m all countries, policy as regards 
the railways has this common characteristic, that 
their prosperity must be mamtamed, that their 
proportionate importance as means of transport 
must not be allowed to dimmish Whether as a 
result of pressure from railway shareholders and 
trade unionists, or whether on the spontaneous 
mitiative of the Munster responsible for railways, 
policy IS directed to impeding such competition 
from new forms of transport as might impair the 
value of capital already mvested in the mdustry 
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It may be in the guise of redressmg a balance 
of taxation between different forms of transport ^ 
It may be by way of absolute restriction of 
new entrants to the field of road transport 
the principle is the same The value of capital, 
governmental and otherwise, already invested m 
the industry must not be impaired 

But this IS the very negation of progress For 
progress necessarily involves the destruction of 
existing capital values Imagme what would 
have been the condition of “ the industry of rail 
transport ” itself if preservation of the value of 
capital invested in stage coaches and turnpike 
trusts had been made the criterion of policy It 
was surely quite as “ sad ” to witness the dis- 
appearance of that glamorous apparatus as it is to 
witness the scrapping of a few tank engmes and the 
closing-down of a few branch lines But m those 
days industries were not organized as umts , and 
the fact that effort was more productive in rail 
transport than on the roads was regarded — and 
rightly regarded— as a sufficient justification for 
the change If it had been regarded as a principle 
of policy at all costs to mamtam a “ coachmg 
mdustry ” of a certain size and a certain capital 
value, can there be any doubt that the resources 

^ If railways are in fact overtaxed, there can naturally be no 
objection to readjustments of the tax system, provided it stops at 
redressiiig the real injustice But this is no justification for many 
of the forms of taxation of road vehicles that have actually been 
introduced 
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of society would have been wrongly distributed * ^ 
They would not only have been wrongly dis- 
tributed , they would also have been distributed 
in such a way as to create positions of privilege 
for some and positions of disadvantage for others 
And if the process of organizmg mdustries as units 
becomes widespread, be it on a national or inter- 
national scale, the creation of such privileged 
sections must necessarily become more and more 
conspicuous If groups of producers are allowed 
to organize themselves and to restrict new entrants 
and new m vestment “ m order to maintain the 
stability of the mdustry ”, the capital and labour 
which IS excluded has to work elsewhere for 
prospects which presumably it finds less attrac- 
tive Thus gradually, on the one hand, there is 
built up a series of entrenched industrial interests, 
labour bemg combined with capital m the fight 
against mterlopers, and on the other hand there 
develop residues of, as it were, pariah labour and 
pariah capital, either workmg at margins less pro- 
ductive than themargms of “ organized mdustry”, 
or unemployed through unwillmgness to accept 
the lower remuneration necessarily associated with 
the inferior margins This is not an imaginary 

^ It IS amusing to note that the claim that is sometames made 
for the motor oar that “ it revives the busmess of the roads ” rests 
essentially on the same mercantihstic basis as the claim that it 
would be disastrous if the busmess of the railways were to dumnish 
The special pleadmg of particular Imes of industry is almost always 
protectionist in spirit 
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picture It IS a picture of what does happen 
and what must happen whenever, by the erection 
of industrial castes, capital and labour are pre- 
vented from servmg society m those Imes of 
production in which they are willing to offer their 
services It happened in the middle ages It is 
happemng today And there is no way out save 
the supersession of this method of plannmg by 
methods based on completely different prmciples 
For, as should be abundantly plam by now, the 
principle of orgamzmg industries as units and 
making their prosperity the criterion of social 
welfare, although often put forward as an alter- 
native to the chaos of protectionism and national- 
ism, IS m fact only another manifestation of the 
same underlying tendency The protectionist who 
wishes to save “ the industry ” by pre- 

venting the competition of foreign products, and 
the planner who wishes to save it by excluding the 
incursion of interloping capital and labour, are 
misled by the same fundamental fallacy — ^the “ 
industry ’ ’ fallacy we may call it In the last anal- 
ysis it IS a manifestation of the apparently chrome 
tendency of the human mmd to regard cost as the 
creator of value , to argue that, because labour 
has been expended on a product, therefore it ought 
to be regarded as valuable , and that if it is not 
so regarded, then steps should be taken to brmg 
it about that it is It is a mamfestation of the 
tendency to regard the mstruments of production 
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as such as valuable without regard for the de- 
mand for their products, that tendency which 
regards it as being the duty of statecraft to adapt 
demand to the maintenance of the value of the 
mstruments of production, rather than to make 
the value of mstruments of production depend 
upon their satisfaction of a free demand No 
doubt these tendencies sprmg from habits of 
thought more congenial to the unsophisticated 
intelligence than the habit of regarding value as 
being of subjective origm, and the utility of the 
instruments of production as derived from their 
capacity to serve consumption It is easier to 
appraise the mdustry that has been preserved 
than the consumption which has been sacrificed, 
the balance-sheets that have been saved than the 
products which might have been created Never- 
theless, if the human race is ever to manage its 
afiairs on a rational basis it must transcend these 
primitive habits It must learn to think less of 
industries as ends m themselves, more of the ends 
to which they may be instrumental It must 
think less of the organization of particular indus- 
tries, more of the organization of the whole com- 
plex of productive activity 

6 It IS sometimes said that the umfi(;ation of 
industries is inevitable that the amalgamation 
of all productive umts engaged m turning out 
particular kmds of commodities is implicit m the 
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mam tendencies of the evolution of industry and 
that whether we like it or not, if we wish to avoid 
the difficulties and contradictions implicit in this 
form of organization, we must at least accept it as 
a starting-pomt and build our plans upon it 

Now, it may be true that these developments 
are inevitable in the sense that they will actually 
come about It may be that the present tenden- 
cies in this direction are so strong that nothmg 
that can be said against them, however reason- 
able, can suffice to arrest them It is clear that 
they grow day by day and that the most power- 
ful political parties, both of the right and of the 
left, are almost equally involved in supporting 
them 

But do not let us deceive ourselves If it does 
happen, it will happen because men have willed 
it should happen, not because of any inherent 
necessities in the techmque of industry or the 
spontaneous play of free enterprise It is not 
true that the technique of any important industry 
IS such as to make desirable in any sense the con- 
centration of world production in one technical 
production unit Even m the mdustries demand- 
ing the heaviest mechanical equipment, the opti- 
mal size of the techmcal production unit is 
usually much below that size which could supply 
the population of a small country, let alone the 
population of the entire planet And in most 
mdustries, especially m primary production, the 
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optimal production umts are of much smaller 
dimensions 

Nor IS it true that that tendency to amalgama- 
tion among producers, which arises not for reasons 
of techmcal convenience but in order to influence 
the market, is generally such as to bring about 
hard and fast organizations of the kind we have 
been discussing Where such organizations exist 
they are usually m one way or another the crea- 
tion of policy So far as primary production is 
concerned it is notorious that the various restric- 
tion schemes tend to break up if they do not 
receive statutory authorization And although, 
in manufacturmg mdustry , spontaneous combina- 
tion has more independent vitality, it is hard to 
find cases of long-lasting international monopoly 
which are not based on the grants of special patent 
rights or on the existence of other statutory 
restrictions of outside competition, tariffs, quotas 
and the like The contrast between the relative 
freedom of Great Britain from the grosser forms 
of industrial monopoly during the free-trade era 
and the rapid growth of such phenomena since the 
erection of tariffs is highly significant in this con- 
nection So again is the contrast between pre- 
war Great Britain under free trade and Germany 
under protection ^ This is not to deny that there 
does exist a genuine problem of a monopoly in the 

1 On the connection between protection and monopoly in Germany 
see Ropke, Oermcm Oommeretal PcAicy, especially pp 30 39 
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case of certain types of public utility undertakings 
or undertakings enjoying local protection by higb 
costs of transport Nor is it to deny that the 
existing structure of the law under so-called free 
capitalism leaves much to be desired as a frame- 
work for genumely free enterprise But, speakmg 
broadly, it can be said without fear of effective 
contradiction that, m a world free from trade 
restrictions and statutory support for monopoly, 
the tendency of free enterprise to break down 
monopolistic positions would be suflS.ciently strong 
in all save the most exceptional cases to make any 
talk of a general and spontaneous tendency to 
unification of all industries completely out of 
touch with reality 

The tendency for industries to be organized as 
smgle units, either nationally or internationally, 
exists But it exists in the mam because men 
acting as political citizens have willed that it 
should exist It is no inherent tendency of a 
system of free enterprise If we suffer from its 
consequences, we suffer not from necessity but 
from choice 



CHAPTER VII 

INTERNATIONAL REGULATION OF WAGES AND 
HOURS OF LABOUR 

1 In the last chapter we surveyed the imphca- 
tions of the international planning of particular 
lines of production We found such plans to 
be defective in that, in one form or another, 
they all take as their criterion the prosperity oi’ 
particular groups of the factors of production, 
rather than the proper apportionment of all 
factors between all groupings in which they 
might possibly be employed We found that, m 
making the industry the unit of organization, 
they actually constituted a nucleus of resistance 
to change, not different m kind from the resist- 
ances constituted by nationalistic organization 
We found, that is to say, that they simply tended 
to preserve in a new form the irrationality of 
existmg arrangements 

In this chapter we have to examine ^h^ prob- 
lem m yet another aspect It is sometimes said 
that the international chaos, which is the product 
of unco-ordmated national planmng, is to be 
168 
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attributed to differences in conditions of labour 
The multipbcation of tariffs and quotas, the 
chronic fear of underselling by the foreigner, the 
probable reluctance of states to allow the products 
of nationalized industry to be displaced by the 
competition of cheaper imports from abroad, are 
aU explained as arismg from the existence of 
differences m wages and hours of labour in the 
difierent national areas If only these differences 
could be levelled out by international regulation, 
it IS said, the consequential difficulties would dis- 
appear This IS clearly a claim which deserves 
the most careful investigation Accordmgly it is 
to such an investigation that the present chapter 
IS devoted Incidentally we shall find that the 
conclusions to which we shall be led will throw 
some hght on some of the propositions already 
employed in the analysis of earlier chapters We 
shall find, too, that they are a useful preliminary 
to the analysis of some of the proposals for com- 
plete international plamung which we have to 
discuss later on 

2 Let us commence by investigating the effects 
of mternational equalization of wage rates. It is 
of course most improbable that such an equahza- 
tion wou|d actually be attempted the political 
obstacles are much too formidable But it is the 
mequaJity of wage rates which, accordmg to the 
views we have to discuss, is responsible for much 
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of the present national restrictionism and our 
object here is not so much to judge the practica- 
bdity of the policy of removmg such inequahty, 
but rather to judge of its effects, if it were 
practicable ^ 

Smce we are discussmg a hypothetical case, 
we are justified m considerable simplification 
Let us therefore abstract from all political 
difficulties of authorizing and supervising such 
regulation In the world we are now to dis- 
cuss there will be no evasion, no repudiation 
of international conventions What is decreed 
is executed Let us assume that the world is 
divided into two national areas only Let us 
assume that throughout these areas there exists a 
regime of competitive industry and that money 
based upon gold is in general use Let us assume 
further that within each area the labourers are all 
of one fundamental grade of skill, although special 
labourers may in course of time have become 
specialized to particular industries we may 
assume, therefore, that vrdhin each area there 
exists some tendency to a common rate of wages 
But let us assume also, for reasons we wiU not yet 
investigate, that, between the areas, rates of 
wages measured in gold are very unequal To 
lend some concreteness to the discussion let us 
call the high- wage area “ America ” and the low- 
wage area “ Japan ” But m order not to con- 
fuse these hypothetical areas with the real ones, 
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let us continually use inverted commas 

Our apparatus is now ready Let us commence 
to use it by discussmg a most improbable example 
Let us suppose — what is not improbable — that in 
our hypothetical “ America ”, where wage rates 
are high, when trade is opened, there is apprehen- 
sion of competition from “ Japan ”, where rates 
are low The “ American ” industrialists, indig- 
nant that certain of their industries are in danger 
of bemg undercut by the products of “ cheap 
labour ”, refer the matter to an international 
tribunal Let us then suppose — what is very 
improbable — that the tribunal decides to equal- 
ize the “ unfair ” labour conditions by reducing 
“ American ” wages to the “ Japanese ” level (The 
friends of the International Labour Office at 
Geneva will observe that we are here contemplat- 
ing a type of policy not likely to be recommended 
by that organization ) 

What are the implications of this policy ^ The 
conspicuous feature, surely, is that “ American ” 
labour costs are greatly reduced (Whether they 
are reduced m strict proportion to the wage-cut, 
or whether they are reduced rather less than pro- 
portionately owing to injurious repercussions on 
physique and morale, is a matter we need not 
discuss jve may assume that the cut in rates is 
such as to more than outweigh all adverse re- 
actions- on productivity ) That is to say that 
costs of production m general are reduced and, 
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with costs, the prices at which “ American ” 
products can be marketed at a profit Imagme, 
for example, the price at which Ford cars could be 
sold if, m the real America, wage rates were cut 
to actual Japanese levels The “ Japanese ” men- 
ace is at an end Indeed the boot is now on the 
other leg “ Japanese ” products are likely to be 
undersold very generally, both in “ Japan ” and 
in “ America ” Imports into “ America ” fall 
Exports from “A m erica” rise In “Japan” the 
reverse process is to be witnessed There occurs 
a dram of gold from “ Japan ” to “ America ” 
If this IS not speedily allowed to afiect the wage 
level in each country by restoring some degree of 
mequality, there will be unemployment and idle 
capacity in “ Japan ” and some sort of inflation- 
ary boom m “ America ” 

Let us now assume a less improbable experi- 
ment Let us assume that the international 
tribunal to which appeal has been made adopts a 
more humamtarian policy Let us assume that 
it decides, not to grmd “ American ” wage rates 
down to the “ Japanese ” level, but to raise the 
“ Japanese ” level to the “ American ” 

■\i^at happens * Surely something that is 
essentially similar to what happened before 
The relationship between costs has beep changed 
tn the same direction It is, of course, just 
conceivable, if the “American” demand were 
sufficiently inelastic and the wage differences 
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sufficiently small, that “ Japanese ” receipts 
might be maintained — or even rise It is con- 
ceivable that “ Japanese ” efficiency might be 
stimulated by higher wages But, if the original 
difference has been at all large and the 
“ American ” demand is not quite abnormal, 
the change in relative costs will be the pre- 
dominant factor With “Japanese" rates at the 
“ American” level, many branches of ‘ ‘Japanese ” 
industry will be unable to compete ‘ ‘ J apauese ’ ’ 
goods will be at a disadvantage, both in “Ameri- 
can” and “Japanese” markets. The “Japanese” 
balance of trade will become unfavourable There 
will be a dram of gold to “ America ” If the 
regulation is not speedily relaxed, then, as be- 
fore, there will be unemployment and depression 
in “ Japan ”, a boom of sorts m “ America ” 

It IS obvious that in each case the effects of 
equalization have been productive of disequi- 
librium Let us push the enquiry a stage further 
and enquire more precisely who benefits We 
may confine our attention to the case m which 
“ Japanese ” rates are levelled up , the earlier 
case, in which “ American ” rates are levelled 
down, being only of mterest as serving to demon- 
strate, in conjunction with the latter, the essential 
role of the movement of relative costs in both 
mstances Who is it who really gams ^ 

So far as the “ Japanese ” are concerned there 
IS little benefit If there are any “ Japanese ” 
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workmen still left m employment their real 
incomes will be higher But if the disparity of 
rates between our hypothetical “ Japan ” and 
“ America ” is anything like what it is between 
the Japan and America of reality, presumably 
there will be very few workmen still in employ- 
ment Everyone else will be impoverished in a 
general deflationary chaos 

The position m “America” is a little more 
complicated Obviously ‘ ‘ American ’ ’ consumers 
are no better off — ^to put it mildly “ Japanese ” 
imports have increased in price The prospect 
of getting some thmgs cheaper from “ Japan ” 
than from home sources, which was the occa- 
sion of the protest of the producers, has been 
shattered There is no special benefit for free 
capital and labour If incomes rise with the 
inflowing gold from “ Japan ”, prices rise also 
There is, however, one group which benefits 
The situation has been saved for the owners of 
fixed capital in those industries which were men- 
aced by “ Japanese ” competition The value of 
their capital has been preserved If there are any 
workers whose skill has become so specialized to 
the processes of production in these industries 
that they would be difficult to place elsewhere, 
they too are m a similar position There will be 
no permanent advantage of this sort as this 
generation of workers retires F or, on our assump- 
tions, given tune, it is as easy for workers to 
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specialize in one type of industry as in another 
Only the very specific factors of production 
therefore have an advantage 

So that what it all really amounts to is this 
There is secured a sectional advantage for the 
owners of certain factors of production in the 
high-wage country and some very perilous gams 
for those workers who remain in employment 
in the low- wage country For the rest, m both 
countries there is loss The original relation of 
prices and costs showed that some of the high- 
wage country’s capital and labour would produce 
more in value terms, if it were put to producing 
export goods to exchange for “ Japanese ” imports, 
than if it continued to produce what it was then 
producing It showed too that there was a possible 
advantage for the low-wage country’s capital and 
labour in an extension of “ American ” demand for 
their products The equalization of wage rates 
prevents these benefits from accrmng The free fac- 
tors employed m those of the high-wage country’s 
industries which were threatened by competition 
were saved the necessity of transfer But as 
consumers they suffer with the rest Only the 
fixed factors are saved from loss The rest suffer 
From the humanitarian point of view, the frustra- 
tion of the intentions of the policy is particularly 
conspicuous m the case of the low-wage country 
For, short of permittmg migration from one area 
to another, the right way to raise the standard of 
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living in this country without causing unemploy- 
ment IS to brmg about an increase of demand for 
its products, that is to say, for the services of its 
factors of production But the policy we are dis- 
cussmg has done exactly the reverse of this It 
has raised the price of one of the factors and thus 
caused a fallmg-off of demand In this respect 
at least, its effects are not fundamentally dis- 
similar from the effects of protective duties 

3 But what happens if there is no regulation ^ 
It will facilitate our general enquiry if we push the 
analysis a little further Will not the inhabit- 
ants of “ America ” be hopelessly ruined ? Will 
not their standard of life be reduced to the 
“ Japanese ” level ^ 

Not at all Let us assume as “ unfavourable ” 
a case as can possibly be imagined Let us 
assume that there is not one single commodity 
produced in “ America ” which can compete at 
present prices with the “ Japanese ” products 
either at home or in “ Japan ” And let us 
assume that “ American ” consumers buy relent- 
lessly from the cheapest sellers 

What happens * “ America ” has imported 

from “ Japan ” a volume of goods which has to be 
paid for But at present prices “ Japan ” is not 
importmg from “ America ” “ American ” im- 

ports cannot be paid for by “ American ” e:^ports 
It IS necessary, therefore, to pay for them m gold 



WAGES AND HOURS OF LABOUR 167 


Accordingly gold flows out of “America” into 
“ Japan ” 

But what does this imply * As gold flows 
out of “ America ”, if conditions are com- 
petitive, prices and money incomes fall As it 
flows into “Japan”, prices and money mcomes 
rise Eventually a point must be reached 
when some “ American ” products are cheap 
enough to attract “Japanese” purchasers and 
some “ Japanese ” products are no longer cheaper 
to American consumers than the correspond- 
ing domestic commodities ‘ ‘ American ’ ’ exports 
rise, “ Japanese ” exports fall Equilibrium is 
reached when imports and exports on either side 
are in such a relation as to obviate the flow of 
gold The factors of production m both areas 
now concentrate on the production of commodities 
in which their costs of production are lowest 
Money incomes m “ America ” have fallen But 
the prices of “American” produce have fallen too , 
and the commodities purchased from “ Japan ” 
are cheaper than they could be made at home 
Save in the case of the owners of the specific 
factors of production, “ Americans ” are better 
off As for “ Japan ”, mtemal prices will have 
risen But so have money incomes, and the 
commodities purchased from “ America ” are 
cheaper than they could be made at home The 
“ Japanese ”, too, therefore, are better off The 
division of labour has been extended Eeal 
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incomes on each side are higher ^ 

But there is no reason to suppose that, in such 
an equilibrium, either real mcomes or money 
incomes are equal The view that advantageous 
trade between different areas is impossible if wage 
rates m the different areas are not equal, is m fact 
completely fallacious It is possible to speak with 
great confidence here this is not one of the 
propositions upon which there exists any funda- 
mental difference of opinion among competent 
economists So long as migration is not com- 
pletely free, there is no reason whatever to expect 
that, m conditions of equilibrium, wage rates m 
different national areas will be equal Indeed if 
they are equal it will be a pure accident, ]ust as 
it would be a pure accident if the level of water 
m two unconnected vessels were also to happen to 
be equal 

The reason for this is simple The wages of 
the labour employed m any fine of production 
must be paid out of what is received from the sale 
of the product Now, when two groups of pro- 
ducers exchange products, there is no reason what- 

1 The argument has been based upon the assumption that an 
orthodox gold standard is in operation and that the supply of gold 
18 fixed The same conclusion would be reached on the (more 
reahstio) assumption that the supply of gold was mcreasmg but that 
the whole increase went to “ Japan ” The important tlmg is the 
shift in rdaitve incomes The same conclusion would be reached, 
also, on the assumption that in each area there was an inconvertible 
paper currency In such a case fluctuations of the rate of exchange 
would perform the function performed m our example by gold flows 
and fluctuations of lelative prices and money incomes 
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ever to believe that the sums of the prices received, 
less other expenses (rents, raw materials, etc ), 
will be such as to afford equal wages on both sides 
We should only expect this, if the workers in each 
group were of exactly equal skill at either line of 
production and if it was open to them to produce 
either product under equally advantageous con- 
ditions If this was so, then, of course, if the 
sum of the prices (less expenses) of one product 
afforded a poorer wage than the sum of the prices 
(less expenses) of the other, we should expect a 
transfer We should expect soflae of the labourers 
to transfer their services from the poorer-paid 
work to the better, until by the diminution of the 
supply of the one product and the increase of the 
supply of the other, the prices were in such a re- 
lation as to afford equal pay for equal work But, 
of course, in the present condition of the world, 
it would be absurd to expect such conditions 
Labour in different areas is not necessarily of 
equal skill And, even if it is, the conditions under 
which it has to work in the different areas, the 
margins at which it exploits the natural resources 
and eqmpment, may be different If migration is 
not possible, there is no reason at all to expect to 
find labourers of equal skill working at the same 
margin m different countries Hence there is no 
reason to expect to find that the receipts of sales 
(less expenses) will be such as to produce equahty 
of wage rates We should all recogmze this if the 
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different products were produced and sold by co- 
operative groups of producers m the different 
countries No one would expect the sum of the 
prices of, say, butter produced in a New Zealand 
co-operative to yield an income to the New 
Zealand producer equal to the incomes derived 
from the sum of the prices of, shall we say, olives 
produced by co-operatives m Italy Speaking 
broadly, the position is not altered substantially 
by the fact that, in many cases, producers do not 
earn their incomes as a residue of the excess of 
receipts over sales but are paid under wage 
contract at rates fixed before the product is 
sold 

It follows, therefore, that, so long as migration is 
not free, we should not expect to find, even under 
conditions of complete trading equilibrium, an 
equality of wages or wage rates in different 
national areas Leaving on one side altogether 
differences of skill (which notoriously play a great 
part m practice), we should expect to find 
labourers of the same skill working at different 
margins for different wage rates in different 
countries We should expect, too, that most at- 
tempts to regulate away such differences would 
be conducive to disequilibrium and disturbance of 
the division of labour When conditions within 
the different areas are not fully competitive, there 
may exist small margms within which advances 
of wages can be brought about merely at the 
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expense of profits without modification of output ^ 
But speaking broadly, our conclusion holds 
Without migration, the conditions of international 
equilibrium involve no equality of wage rates 
But it follows too that, if wage rates are differ- 
ent, we ought not to expect to find the same types 
of commodities necessarily produced in all the 
difierent areas Here we come upon a misappre- 
hension not infrequent on the free-trade plat- 
forms Confronted with the demand for the 
exclusion of competing foreign imports, the over- 
zealous free-trader is apt to argue as if it were 
only ineAhciency on the part of the domestic pro- 
ducers which could ever be the cause of their 
displacement by foreign competition How often, 
for instance, do we hear it said that, if British 
farmers would only look to their methods of pro- 
duction, they would have nothmg to fear from 
the competition of cheap foreign imports 

This IS a most dangerous argument Of 
course, there is nearly always somethmg wrong 
somewhere and it may happen to be the case 
that the particular set of producers m ques- 
tion 18 unusually backward in the adoption 
of methods of production which are equally ac- 
cessible and equally profitable to producers any- 

' It IS perhaps worth noting that when wage increases are brought 
about at the expense of an unduly inflated profit margin, the inter 
national* competitive position is not substantially modified It is 
only if “ Japanese ” labour costs were forced up in such a loay as to 
affect prices that “Japanese ” competition would be diminished 
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where ^ In such circunostances the accusation 
IS justified But they may not be inefficient 
at all It may simply be that changes in the re- 
lative prices of the factors of production at home 
and elsewhere, make it more advantageous to 
import the commodity m question and to de- 
vote the domestic factors of production to other 
uses The decline m the acreage under wheat in 
England in the latter part of the nmeteenth cen- 
tury was certainly not predominantly due to 
inefficiency on the part of the English wheat 
farmers It was simply due to the fact that 
the prices of land and labour elsewhere made it 
more profitable for English labour to be devoted 
to making export goods with which to purchase 
wheat from abroad than to continue to produce 
so much wheat at home at a less productive mar- 
gin If different types or grades of natural re- 
sources can be utilized in the production of similar 
commodities m different countries, then, even 
with different wage rates, there may still be some 
produced in each, with labour at different margins 
Thus, in some countries, wheat is grown by com- 
paratively high-paid labour at margins of high 
productivity, while m others it is grown by low- 
paid labour at margms of low productivity But, 
m so far as similar factors are involved in the 

1 It IS not at all clear that the “ special correspondents ” of 
great political daihes, who usually “ expose ” this type of ludustnal 
inefficiency, are particularly competent judges Usually, indeed, 
their qualifications are almost completely bogus 
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production of similar commodities, then, under 
free trade, difierences of wage costs would brmg 
it about that the different industries became con- 
centrated wholly in the centres in which their 
respective costs of production were least 

Indeed, if we reflect on the matter, we must 
realize that it is just by such displacements of 
particular local industries that the international 
division of labour comes about As we have seen 
already, because there are differences in costs of 
production it is advantageous that the inhabit- 
ants of different areas should specialize m those 
forms of production at which they are compara- 
tively most efficient ^ Because these differences 
in costs lead to differences in profits, under free 
competition, the factors of production in each 
area are forced out of the lines in which they are 
relatively less efficient into the lines in which they 
are relatively more efficient The latter lines of 
production are profitable the former show a loss 
If each area could retain types of all industries 
within its own borders, there would be no inter- 
national division of labour and none of the advan- 
tages which spring therefrom The notion that, 
for international competition to be fair, costs of 
production m the different areas should be equal- 
ized IS cpmpletely without foundation If costs 
of production in the different areas were equal, 
there would be no advantage in trade 

' See Chapter III, paras 2 and 3, above 
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4 Let us now make our hypothetical world 
one degree closer to reahty Hitherto we have 
been assuming that the world is divided into two 
areas only The effects of the regulations we 
have assumed have, therefore, been confined to 
the trade between these two areas Now let us 
assume also that there exists a third country, let 
us call it “ India ”, in whose markets the products 
of “ America ” and “ Japan ” are also m com- 
petition Let us assume that the “ American ” 
producers find that they are being undersold 
by the “Japanese” in the “Indian'’ markets 
And let us assume, as before, that on appeal an 
international tribunal decides that “ Japanese ” 
wages must be raised to the “ American ” level 
What happens ^ 

So far as “ Japan ” is concerned the position 
IS, broadly speakmg, as m the earlier example 
“ Japanese ” costs are raised and it is more 
difficult to sell at a profit There will be un- 
employment and distress in the “ Japanese ” ex- 
port industries, a dram of gold from the 
“ Japanese ” financial centres 

But so far as “ America ” is concerned the posi- 
tion IS to some extent different The “ J apanese ’ ’ 
competition of which complaint was made was a 
competition m export markets The beneficiaries 
of the low costs of production m “ Japan ” were 
not “ Americans ” but consumers m “ India ” 
It IS quite possible, therefore, that an extension of 
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demand m “ India ” for tlie products of “ Japan”, 
while benefiting “ India ”, might be detrimental 
to the incomes of producers in general in 
“ America ” There is nothmg in the theory of 
international trade which obliges us to believe 
that the inhabitants of one area may not be 
damaged by a transfer of demand for its pro- 
ducts to the products of some other area 
Indeed Mill’s celebrated propositions concern- 
ing two countries competing in a third make it 
expressly clear that this is not so It is quite 
possible, then, that the effect of the crippling of 
the “ Japanese ” producers by the levelling-up of 
wages, while obviously detrimental both to the 
inhabitants of “ India ” and of “ Japan ”, may 
be beneficial to the inhabitants of “ America ” 
It would be as though the “ Indians ” had 
imposed a tariff which discriminated against the 
“Japanese ” in favour of the “ Americans ” It is 
not certam that this will be so In so far as direct 
exchange between “Japan” and “America” was 
also affected there would be losses to be set against 
the gams Still, the thing is conceivable, and m 
certain cases it is even probable 

In all this, however, there is nothmg funda- 
mentally new In the fiirst example we con- 
sidered, where it was merely a case of exchange 
between “ America ” and “ Japan ”, we saw that 
m so far as the “ American ” factors of production 
whose industry was menaced by “ Japanese ” 
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competition were so specialized to the line of 
production in which they were that they could 
not be put to other use without loss, then there 
was obvious gam for them m measures which 
hmited that competition In the case we are 
considering here, the whole collection of “ Ameri- 
can ” factors of production are to be regarded 
as being in something like the same sort of 
position Internationally they are relatively spe- 
cific If the costs of their competitors in other 
markets are raised, then theur incomes and the 
value of their capital may be preserved In each 
case, the general division of labour has been 
arrested m the interest of particular groups of 
producers In each case, the interests of the many 
have been sacrificed to the interests of the few 
This result is no accident of the examples which 
we have chosen It is the result which we should 
find whenever and wherever it is attempted to 
equalize the price of labour, or indeed the prices 
of any kmd of factor of production, without bring- 
ing it about that the values of its products are 
equal ^ If the different kinds of labour were free 
to migrate, then there would be a transfer from 
margms of low productivity to margins of high 
productivity In the long run, any wage differ- 
ences which remained would be due either to 

1 It IS an interesting exercise to speculate upon the results of a 
policy attempting to equalize land rents “ in order that competition 
may be fair ” 
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differences of efficiency or differences in the attrac- 
tiveness of work But if, by reason of limitations 
on movement, the same kmds of labour are com- 
pelled to work at different margms m different 
areas, then the value of their products will not be 
equal and attempts to force an equalization of 
rates of remuneration will generally mean that the 
division of labour is restricted and the position of 
those workmg at inferior margms is even worse 
than it otherwise need be 

To allow wage rates to approach equality by 
allowing migration and redistribution of popula- 
tion would make possible a higher volume of pro- 
duction (measured in price terms) than is possible 
with the same population distributed at points 
of unequal productivity But to equalize wage 
rates without thus equalizing the productivity of 
labour is to make impossible even that volume of 
production of which the maldistributed popula- 
tions IS capable 

5 Very similar reasorung is applicable to pro- 
posals for the international equalization, not of 
wages, but of hours of labour ^ 

* It should be observed m what follows that the analysis is 
directed only to the effects of equahzation of hours [I have analysed 
the effects of general reduction of hours in the Great Depression, chap 
vii para 2, and (with more techmcal detail) m “ The Economic 
Effects of Variations of Hours of Labour ”, Economic Journal, 
vol xh , pp 26 40 ] The analysis of this section is perhaps 
rather more technical than that of other parts of the chapter and 
it may be omitted without loss of contmuity 
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It should be clear that, m most cases, an 
equalization of the length of the workmg day- 
all round to the standard of the advanced areas 
would lower productivity per day in the areas in 
which the day was longer If the day were the 
wrong side of the production optimum, that is, if 
it were so long that more would be produced if 
it were shortened, of course this would not happen 
But it has not been shown that this optimum 
IS usually exceeded For if it were so, then 
producers in the areas in which hours were 
longer would have a competitive advantage if 
hours were shortened It is safe to assume that 
proposals for the equalization of hours of labour 
are not usually intended to shift the ratio of 
costs against producers m the short-day areas * 

If productivity per day is reduced and wages 
are adjusted to the resulting change m the value 
of output, the net effect is likely to be some lower- 
mg of the real incomes of the workers affected, by 
way of a reduction of money incomes, and some 
lowermg of the real incomes of their customers, by 
way of some increase in the price of their products 
It IS possible that a reduction m output might so 
raise the world price of their product as to more 
than counterbalance the effect of a reduction in 
the number of umts sold m such a casp the real 
incomes of the producers would rise But where 
the local output is highly competitive with output 
from other areas this is very improbable Much 
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more likely is a diminution in the total value of 
local output such that, in order that full employ- 
ment may be preserved, a downward revision of 
incomes is necessary 

If, however, wages are not adjusted to varia- 
tions in productivity, then the effect of lower 
productivity per day will be an upward movement 
of cost per unit If local costs rise relatively to 
costs elsewhere as a result of such a lowering 
of productivity, then the competitive position of 
the producers in question is likely to be impaired 
The position is not quite the same as it would be 
with wage equalization for some relative varia- 
tion in local productivity is here given by hy- 
pothesis, and hence there must also be some 
immediate change in equilibrium prices But it is 
extremely improbable that any favourable move- 
ment of the prices per umt of the output of the 
areas where productivity has been lowered will off- 
set the obviously unfavourable movement of costs. 
Hence the mam outlines of our earlier analysis 
hold The position of the producers whose costs 
have been raised, is worsened The position of 
consumers of their goods is worsened also The 
gamers are solely those factors of production whose 
remuneration stood to be lowered by the more 
successfyl service of the consunung pubhc by their 
competitors Not without justice do the repre- 
sentatives at international conferences of the low 
wage, long-day areas look askance at proposals 
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from elsewhere that they should reduce hours to 
levels prevailmg abroad For the chief bene- 
ficiaries of such proposals would be groups of pro- 
ducers immediately menaced by their competi- 
tion The chief losers would be themselves And 
the volume of production as a whole would be 
reduced 

We can perhaps best see the differences and 
the similarities between the equalization of hours 
and the equalization of wages if we examine an 
hypothesis, similar m its practical remoteness to 
the hypothesis with which we commenced the 
exam in ation of wage equalization Let us sup- 
pose that, competition from “ backward ” (t e 
poorer) areas being acute, it is proposed to equal- 
ize hours by international regulation But let us 
suppose that, instead of hours m the “ backward ” 
areas bemg reduced, it is decreed that hours shall 
be increased elsewhere Let us ignore the obvious 
political compbcations which would accompany 
so absurd a policy and enquire solely concerning 
its economic implications 

Obviously the position as regards the amount 
of work done would be different from what it 
would be if hours in the “ backward ” areas were 
reduced Our example here shows no symmetry 
with the case of wage equalization Tfie crude 
volume of production would be greater But it 
would be increased by forced labour There is no 
reason to suppose that, even m the absence of 
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legislation regarding hours of labour, labourers in 
“ advanced ” countries would wish to work as 
long as labourers in the “ backward ” countries 
But as regards relahve costs of production the 
position would be broadly the same as in the case 
of equahzation by reduction That is to say, if 
hours were increased in the advanced countries 
and no adjustments made in daily wages, then the 
competitive position of the “ backward ” pro- 
ducers would be worsened It is unlikely, how- 
ever, that this would mean a reduction of real 
incomes in the “ backward ” areas, save for the 
owners of factors of production specific to the 
lines of production whose competitive power was 
diminished For by hypothesis the advanced 
areas would be worlang for the rest of the world 
on cheaper terms and the non-specific factors 
in the “ backward ” areas would merely have to 
specialize in other hnes of production to be actu- 
ally better off But, as regards relative costs, the 
symmetry with the case of equalization by reduc- 
tion remains instructive 

The fact is that leisure, that is to say, freedom 
from work, is an ingredient of real income equally 
with the necessities, comforts and luxuries which 
we enjoy during our leisure It is purchased by 
the sacrifice of the other ingredients of real mcome 
which we might have produced if we had devoted 
more •of our fixed supply of twenty-four hours per 
day to activities other than leisure The amount 
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that we actually purchase will depend, partly upon 
our valuation of leisure, partly upon our capacity 
to produce the other ingredients of real income 
with which we purchase it We should not expect 
all men to work equal hours even if they were all 
equally productive If they are not equally pro- 
ductive, then a jorhori we should not expect 
equahty As we have seen, to enforce equality by 
compelling a reduction of the hours of the poorer 
IS, at best, if wages are flexible, to make them (and 
those to whom they sell their products) poorer 
than before If wages are rigid, so that costs are 
out of harmony with productivity, then still 
further disharmonies are bkely to be introduced 

6 If the analysis of this chapter is correct, it 
follows that the whole notion of making poss- 
ible an orderly international co-operation by the 
equalization of wages and hours of labour falls to 
the ground The project of achieving in this way 
the double aim of removing the causes of inter- 
national anarchy and the injustice of interna- 
tional inequality was based upon misconception 

This conclusion is sincerely to be regretted 
But it does not seem possible to evade it Once 
it IS realized that real mcomes are conditioned 
by the productivity and the relative desire for 
leisure of labour, and that relative costs are 
simply part of a market mechanism which shows 
how best the inhabitants of the difEerent areas 
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may earn their real incomes, the belief that 
equality may be successfully imposed without 
equalizing tastes and productivity is seen to rest 
on delusion It is a delusion to which the acci- 
dental circumstances of the wage system, with its 
division between the market for products and the 
market for services, may appear to lend some 
countenance But it is a delusion nevertheless 
and it IS a delusion by whose aid the vested 
interests, both of capital and of labour, are enabled 
to divert attention from the real causes of geo- 
graphical inequality, the limitations on trade and 
on migration, and to construct on the misconcep- 
tions of men of goodwill new defences for their 
positions of monopoly '■ 

1 It should be noted that the argument of this chapter is con 
cerned essentially with the relationship of wages aud hours in different 
areas rather than with their absolute level It is important to 
realize this The disagreements concernmg wages and the volume 
of employment which have recently developed among economists 
relate essentially to absolute wages The broad outlines of the theory 
of relative wages are not the subject of senous controversy Pro 
fessional economists will observe that, for the most part, I have here 
relegated considerations of certam possible “ terms of trade ” com 
plications to parenthetical clauses and certam reservations of state 
ment in a more detailed study, these would come m for more 
exphcit survey But for the purposes of this chapter, the analysis 
of the broad effects of general wage equaUzation, etc , it is submitted 
that such treatment is unnecessary 
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INTERNATIONAL COMMUNISM 

1 We have now reached a new stage in our argu- 
ment In the first part we examined independent 
national planning We found that it led to results 
which were highly unsatisfactory In the second 
part, therefore, we were led to examme certain 
forms of planning on international Imes which it 
was hoped would remove these deficiences — ^the 
planning of particular channels of trade, par- 
ticular lines of production, and of the relationship 
of wages and hours of labour But we found 
no solution in these directions The plans we 
examined all proved, in the last analysis, to be 
infected with sectional interest and to lead to 
an “uneconomical” use of resources They all 
considered the parts by themselves rather than 
the relation of the parts m the whole It is 
natural, therefore, that we should now turn to 
consider plans of a more comprehensive nature 
In this part we shall be concerned with inter- 
national planmng of the entire field of production, 
distribution and exchange 
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2 Let us start with international communism 
— a totalitarian plan for the world Let us sup- 
pose that there exists an mtemational authority 
owmng and disposmg of all the natural resources, 
all the artificial equipment m existence Let us 
suppose too that it is the sole employer of labour 
On what prmciples would it plan its productive 
operations * 

It is obvious that we are now to discuss some- 
thmg which, at the moment at any rate, is far 
less practicable than an3rthmg we have hitherto 
analysed International communism is not yet 
practical politics It is not likely to become so 
for many years to come But the idea of inter- 
national commumsm is, even now, one of the 
driving forces of practical pohtics It is a hope 
which actuates an increasing number of the 
world’s inhabitants And even if it has often 
been propagated by appeal to motives of hatred 
and revenge, it must surely be admitted to be, in 
itself, an idea which is impressive and admirable, 
deservmg of the most eager, the most scrupu- 
lous attention The idea of communism is both 
rationalist and utihtarian If we reject it, it 
must be, not because we reject the ends it seeks, 
but because we find the means it proposes un- 
suitable for attammg then object , 

Unfortunately in examining such proposals, we 
labour under a certam disadvantage Although 
the main presumption of complete international 
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communism — central ownership of the means of 
production, distribution and exchange — has been 
the subject of ceaseless propaganda for nearly a 
hundred years, very few attempts have been 
made to show how such a plan would work. The 
early communists, it is true, planned out m some 
detail the small self-contained communities which 
they proposed to establish But the Marxian 
analysis dismissed all such speculations as 
“ Utopian ” It was declared to be waste of time 
to investigate how the system in whose favour the 
existing institutions of society were to be violently 
destroyed would actually work m practice. The 
coming of socialism was inevitable It was im- 
plicit m the whole process of historical develop- 
ment All that the commumst could usefully do 
was, by agitation and propaganda, to endeavour 
to shorten the “ pangs ” of the period of transition 
The people to whom they addressed their propa- 
ganda, therefore, were rather m the position of 
those who, at the tune of the South Sea Bubble, 
were asked to subscribe to “ a project the nature 
of which will be hereafter disclosed ” It is the 
starthng fact that m the whole range of socialist 
literature, constitutmg a library of very many 
thousands of items, until a few years ago there 
was no systematic discussion of the most elemen- 
tary economic problems confronting a society 
which was completely sociahst Socialists of 
the Fabian type were content with nunute 
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PT III 


projects for the sociahzation of particular muni- 
cipal or national bnes of mdustry The com- 
munists proper defimtely ruled out such specula- 
tions as the product of bourgeois intellectual 
habits 

In recent years, however, largely as a result of 
the work of von Mises and Max Weber, it has 
been gradually realized that there are problems 
here which need solution It has been realized 
that speculations about the socialization of par- 
ticular industries in a capitahst society do not 
even begin to touch the problem of the mutual 
relations of the different parts of the economic 
system when all mdustry is socialized , that in 
fact this IS the problem of complete international 
socialism that until it is solved we cannot enter- 
tam any confidence that, if we could achieve such 
a system tomorrow, we should have exchanged a 
worse society for a better It is one of the hope- 
ful signs of recent years that a few of the younger 
socialists have commenced to discuss this problem 
in a scientific manner But it would be wrong to 
say that any commonly agreed solution has been 
reached, even m the broadest outline It cannot 
yet be regarded as proved that world socialism 
can work m such a way as to do what is expected 
of it It IS true, therefore, to say that the millions 
of people for whom socialism is the chief hope of 
existence, like the countless multitudes* who in 
earlier ages have placed their trust in other forms 
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of mass belief, live on faith rather than on logical 
demonstration Somewhere, sometime, they think, 
intelligent and disinterested men have thought 
it all out But unfortunately this is not true 

3 Let us see whether this demonstration can- 
not be accomplished 

We may assume throughout our investigation 
that the object of the plan is to provide for the 
wants of the citizens We will assume too that 
the citizens are regarded as being themselves the 
best judges of what they want 

This last IS perhaps a perilous assumption The 
rulers of this world have not often regarded their 
subjects as being the best judges of their own 
happiness In our own day, there are many who 
would willmgly dictate to their fellows the way 
they should live and act There is certainly some 
danger that the mechamsm of a centralized world 
state, more powerful for the suppression of free- 
dom than anything the world has yet seen, would 
gravitate into the hands of such distasteful types 
To adapt the people to the plan rather than the 
plan to the people is not likely to cease to be a 
temptation But it is assumed here that plannmg 
of this sort would be so repugnant to any to whom 
it IS hoped that this book may appeal that its 
more detailed imphcations are not worth discuss- 
ing The only type of plan which is regarded as 
acceptable here is the plan which seeks to adapt 
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the organization of production to the free choices 
of the citizens 

But how IS this to be done * Two things are 
clearly necessary On the one hand, there must 
be a mechanism for ascertainmg wants On the 
other hand, there must be a mechanism which 
orgamzes production accordmg to these require- 
ments Let us look at these separately 

A mechamsm for ascertaming the wants of the 
citizens is not at all difficult to imagine It is 
obvious that such a mechamsm would be neces- 
sary The wants of the two thousand million m- 
habitants of the world could not be sympathetic- 
ally interpreted in a government office, m the same 
way as the wants of a small family may (some- 
times) be sympathetically and disinterestedly in- 
terpreted by the head of the household It is 
obvious, too, that the mechamsm of political 
election would be inappropriate Political elec- 
tions, if they concern not men but issues, must 
relate to a single decision and the alternative 
possibilities of production on a world scale are not 
single but multitudmous If our consumption is 
really to be d la carte and not a comprehensive 
take-it-or-leave-it table d'hote — to use one of Mr 
Schwartz’s significant metaphors — choice has to 
be made day by day, not merely between sausages 
and eggs-and-bacon, but between a little more or 
a little less of all the almost infimte combinations 
of the possible ingredients of real income A 
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general election every day would be needed, and a 
general election not on one but millions of possible 
issues And even then the decisions would be the 
decisions of unweighted majorities 

Fortunately, however, there exists a mechan- 
ism which IS subject to none of these deficiencies 
If the consumers are provided with money and 
allowed to bid for the different commodities avail- 
able, the result of their biddmg will be to estab- 
lish, as it were, a scale of social valuations Each 
individual is at liberty to distribute his expendi- 
ture in such a way that he cannot gam by trans- 
ferring money from one commodity to another 
The prices in the markets are the resultant of 
this process of individual valuation Naturally 
the system is not perfect If the incomes of the 
citizens are not equal — and even under complete 
communism there is reason to suppose some 
differences in efficiency wages — then the voters 
have, as it were, unequal votes If incomes are 
equal, there is no reason to suppose that capacity 
for enjoyment is equal — ^whatever that may be 
conceived to mean But as a means of ascertam- 
ing preferences, given the distribution of income, 
the market is incomparably superior to any other 
that has ever been suggested It gives free play 
to individual idiosyncrasy It affords constant 
information concerning changes in individual 
idiosyncrasy. It permits, as it were, a perpetual 
referendum, with due weight for minorities, on 
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all the possible issues which concern the sphere of 
private consumption 

4 Let us suppose, then, that the wants of 
the citizens are ascertamed in this way In what 
way will the plamung authorities proceed to 
organize production so as to satisfy these want® 
as well as possible * * 

Let us first he quite clear as to the task they 
have to perform We know that a consumer has 
planned his expenditure rationally when his out- 
lay of money on the different things he can buy is 
such that, if he were to transfer a unit of expendi- 
ture from one to another, the things that he would 
gain would give bun less satisfaction than the 
thmgs he would lose Smiilarly, if he is wor kin g 
for himself as a producer, he will plan rationally if 
he so distributes his working time between the 
different thmgs he can do that to work a little 
less at one thing and a little more at another 
would mean that he gained less than he lost. 

The same criteria are applicable to social 
planning Society as a whole does not buy any- 
thing But there is labour available which can 
be used in many ways There are maehines, raw 
materials, natural resources which may be used in 
many Imes of production The criterion of suc- 

1 The next two sections owe much to the work of Professor von 
Misea A fuller treatment of many of the points touohecj on will be 
found in the vanous essays m Professor Hayek’s ColMmat Econormc 
PUinn%ng 
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cessful social planning, therefore, is that produc- 
tion IS organized in such a way that none of the 
available factors of production can be withdrawn 
from what they are actually doing and put to 
uses which are more valuable, m terms of the 
prices of the commodities which they might pro- 
duce Each unit of each of the different kinds of 

labour, each unit of the different types of land, 
each unit of the different kinds of raw materials, 
etc , must be used m a way which secures the 
highest return m price terms In this way the 
preferences of the citizens expressed in terms of 
money are satisfied as fully as possible in the 
given situation It is not to be expected that any 
organization will satisfy the criterion completely 
If the choices of the consumers change, if the 
natural conditions of production alter, or if tech- 
nical knowledge improves, at any moment there 
must always be some disparity between the actual 
and the “ ideal ” distribution of resources Our 
3udgment of the success of any organization there- 
fore must be based, not on its capacity at any 
moment to achieve the “ideal”, but upon its 
capacity continually to tend in that direction 
Now this IS not an engmeermg problem, al- 
though it IS often thought to be so The plannmg 
authority.will not be able to decide the allocation 
of its resources by callmg m the engmeers No 
doubt m deciding how best to produce any par- 
ticular commodity the advice of the engineers will 
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be indispensable A knowledge of the poten- 
tialities of various techniques is essential for 
successful planning But m deciding whether to 
'produce ihts commodity or that, or in what propor- 
tions to produce both, the technique of the engineers 
IS helpless It is an economic, not a technical 
problem And even in the decision how best to 
produce particular commodities, engineermg in- 
formation IS only one part of the solution 

A simple illustration should make this clear 
Let us suppose that the planmng authority has 
decided to produce a certam extra quantity of, 
shall we say, wheat How will it decide in what 
part of the world to produce it t At first sight it 
might seem as if this were essentially an engm- 
eermg problem Agricultural experts should be 
asked to indicate that part where the fertility 
of the soil and the efficiency of labour is the 
greatest Where else would it be rational that 
the new enterprise should be located ? 

But, as we have already seen m another con- 
nection,^ this would be a bad mistake The parts 
of the world most fertile for wheat production 
might quite easily be parts which, if devoted to 
some other purpose, would produce a higher 
return m value terms In such a case it would be 
uneconomical to use such land for wheaVgrowmg 
Economy would consist m growing the wheat 
elsewhere ' The criterion of a rational plam is not 

‘ Chapter HI, i)ara 2, above 
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that different commodities should be produced by 
the mstruments most efficient for producing them, 
but that the different instruments should be each 
used to produce those thmgs which have the 
highest value This is not a problem of engineer- 
ing techmque at all It is a problem of comput- 
ing costs — a problem of decidmg what would be 
sacrificed in value terms if the land were devoted 
to growing wheat rather than, shall we say, the 
production of asparagus, or providmg a site for a 
factory It is a problem of valuation, of com- 
paring products which are physically unlike 
There is no measuring-rod m the engineer’s tool- 
bag which can accomplish the comparison 
“ Which IS more ,” we used to be asked when we 
were children, “ a hundred elephants or seventy 
bags of wheat * ” To ask engineers, as engineers, 
to tell us how to distribute the different factors 
of production between their different possible 
uses IS to ask a similar nonsense question Only 
economic calculation, not m physical but m value 
terms, can solve the problem of social planning 
Now there can be no doubt that this problem 
can be solved fairly satisfactorily without any 
elaborate mechanism by an isolated producer 
working for himself, or by the head of a small 
patriarchal co mmuni ty The various alternatives 
of production can be surveyed and compared by 
a more or less direct method of valuation “ If 
we devote an extra hour per day to hoemg, we 
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sacrifice the opportunity of spending that time 
m huntmg or ditchmg or huildmg new shelters 
against the weather ” they may say It 
should not be difficult to ]udge which mode of 
work will yield the highest return 

But we are not thinkmg of the organization of 
an isolatedfarm or a small patriarchal commumty 
We are thmkmg of the possibilities of organizing 
the productive activities of hundreds of millions 
of human beings, disposing of world-wide stocks 
of difEerent kmds of material resources, with an 
almost infinite range of possibilities of productive 
techmques We are thinkmg of the co-ordina- 
tion of the uses of the resources of five contments 
and the occupational distribution of the working 
population of the world It is obvious that the 
methods of direct inspection, satisfactory enough 
in the small commumty, are completely map- 
propriate here Some measurmg-rod, some im- 
personal mode of calculatmg costs, is necessary if 
the thmg is not to be completely arbitrary It is 
not enough to know the preferences of the con- 
sumers We must also know the costs which are 
incurred by different modes of satisfying these 
preferences 

Now, if the various factors of production had 
prices which were each a reflection of the value 
of the products which they were each capable 
of producmg, the process of plannmg would be 
simple The pla nnin g authority would compare 
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the costs of producing commodities with the prices 
they secured in the market If, in any line of 
production, cost was less than price, they would 
know that production there should be extended 
If it were greater than price, then production 
there should be contracted If the price of wheat 
in any part, for instance, was greater than the 
cost of producing it there, then the production of 
wheat should be extended , for the value of the 
other things which could be produced from the 
land and labour required for producing wheat 
would be less than the value of the wheat If it 
were less, then wheat production should be con- 
tracted , for the factors employed m producing 
wheat could produce a greater value doing 
something else If the factors of production had 
prices which were equal to the value of their 
specific products or were continually likely to tend 
to be equal, the problem would be solved 

But here is the paradox of the situation If 
the factors of production are owned and controlled 
from the centre, a market m which they are priced 
no longer exists A market involves buyers and 
sellers If the instruments of production, the 
land, the labour, the raw materials and semi- 
manufactures are all under one central control, 
the market is of necessity eliminated To plan 
centrally on a world scale demands a measure — 
a common denominator to which the various 
technical potentialities of production can be 
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assimilated But to control centrally destroys the 
apparatus by which such a measure is established 
Without prices for the factors of production, the 
planning authority cannot tell whether it is dis- 
posmg of its resources so as best to meet the 
wants of the consumers 

At first sight it may seem as if there were an 
easy way out of this difficulty As we have seen, 
the cost of producmg a commodity is to be re- 
garded as the value of what is sacrificed by not 
using the resources in question to produce some- 
thmg else Now the market for consumers’ goods 
may be conceived to indicate the consumers’ pre- 
ferences for the different things which can be 
produced The engmeers can tell us what given 
quantities of the factors of production are capable 
of producmg in their different uses We know 
how many factors of production are available 
Can we not combine this information in such a 
way as to calculate costs of production * 

Calculations of this sort are certainly conceiv- 
able Mathematical economics mdeed shows us 
how, given much the same items of information 
as we have noted above (the consumers’ prefer- 
ences, the technical coefficients of production and 
the supplies of the factors of production), the 
appropriate prices for the factors of production 
and their distribution between different uses may 
be discovered by the solution of a series of simul- 
taneous equations But the same mathematical 
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propositions enable us to see how practically im- 
possible it would be to assemble and to manipulate 
the information necessary It would be necessary 
to know, not merely the actual prices of the 
different commodities available, given the supply 
actually on the market, but also the potentialities 
of price variation, given changes m these supplies 
It would be necessary to know the possibilities 
of producing each possible commodity with each 
possible combination of productive resources 
And, given all this complicated and inaccessible 
information, it would be necessary to solve the 
simultaneous equations resultmg therefrom It is 
safe to say that, once the number of commodities 
involved exceeds a comparatively small number, 
the operations, both of ascertaining the relevant 
information and mampulatmg it in a suitable 
way, would be quite impracticable In a world 
economy, with hundreds of thousands of types of 
commodities and hundreds of thousands of ways 
of producmg them, the attainment of one solution, 
let alone the contmuous change of solution which 
changing conditions would mvolve, would be 
completely out of the question ^ 

It IS easy to form false views about this matter 
by over-simphfymg our conceptions of the nature 
of the actual processes of production If the only 

* See JJie classical treatment of this subject m Barone, The Mtmstry 
of Production in the Collectivist State, reprinted in Hayek, Collectivist 
Economic Planning. 
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factor of production were unskilled labour, then 
we could reckon costs in units of labour Then if 
the price of any commodity were not in harmony 
with its labour cost of production, its production 
would have to be contracted or extended ^ Or if 
each type of commodity were made by processes, 
each involving the use of only one of the different 
types of factors of production, as, for instance, 
s im ple spinning operations by female labour, 
simple fencing by male labour, it might not be so 
difficult to make lists of the different commodities 
which each factor of production could produce 
and thus to discover, by reference to market 
prices and conjectures regardmg changes of such 
prices, in which line lay the highest return 
But these assumptions are highly unrealistic 
There is not one type of factor of production, un- 
skilled labour , there are many There are many 
types of labour, many tj^es of material resources 
In so far as they are scarce, they all need to be 
economized their use m one Ime of production 
involves sacrifices elsewhere which should enter 
into the computation of costs The different 
types of productive processes do not use the 
various factors of production singly , almost 
every process involves the use of more than one 
kmd of factor of production , not only labour but 

‘ It IS possible that a vague belief that labour reckoning was 
sufficient to solve the value problem was at the basis of some, at least, 
of the apparent lack of interest m this problem on the part of the 
early sociahsts 
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land and raw materials, not one kmd of labour 
and land and raw materials but many Moreover 
the proportions in which they are combined are 
not fixed but can be varied according to the avail- 
ability of the different factors If land is scarce, 
wheat can be grown intensively e with little 
land and much labour) If labour is scarce, it 
can be grown extensively (with little labour and 
much land) All of which means that there is no 
simple method of computing costs Either the 
prices of the factors of production must be estab- 
lished by a comprehensive calculation of all the 
possibilities — ^which, as we have seen, is out of 
the question — or they must be established in the 
market by competitive bidding And this, as we 
have seen, is ruled out so long as their disposition 
IS decreed ab imtw from the centre If the pro- 
ductive operations which have to be planned are 
on an international scale — and it is this problem 
we are discussing— then it is safe to say that, if 
there is no market for the factors of production, 
there is no method of accurate costing available 
And without accurate costing, an economical 
satisfaction of the wants of the citizens cannot be 
planned 

Let us be qmte clear what this means for 
there has been much unnecessary confusion on 
this sub/ect It does not mean that the planning 
authority cannot draw up a series of projects 
It does not mean that these projects cannot be 
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executed It is perfectly obvious that, given 
labour and materials and engineermg skill, fac- 
tories and workshops and power stations and so 
on can be erected and final commodities produced 
And there is no reason why, given some means of 
maintainmg output, either by way of rewards or 
coercion, the different productive umts should 
not be run with some degree of techmcal efficiency 
Nor IS there any reason to believe that the pro- 
ducts, such as they are, will not satisfy some wants 
If a commumst state erects a factory for manu- 
facturing boots and the citizens do not possess 
all the boots they require, then the products of the 
factory will be acceptable and will command a 
price in the market 

All this is common ground but it does not 
meet the root question The root question is, not 
whether the factory can be erected and run with 
techmcal efficiency, but whether, by using the re- 
sources of the commumty to build this factory 
and to run it, those resources are being used more 
frmtfully than they could be used m any other 
way If the wants of the consumers are to be 
satisfied as fully as possible, then the resources of 
society must not be apphed to produce ]ust any- 
thmg which happens to be scarce and which there- 
fore commands a pnce They must be used to 
produce those things which are more urgently de- 
manded than any others which could be psoduced 
if they were put to other uses This, and this 



CH vni INTERNATIONAL COMMUNISM 205 

only, IS the criterion of rational planning not 
merely to use all factors to produce something, 
but rather to put each factor to the point of 
highest return But this, as we have seen, cannot 
be accomplished on a large scale without prices 
for the factors of production And if the market 
IS abolished there can be no prices for the factors 
of production Plans may be made and carried 
out which involve the execution of a vast sched- 
ule of technical prescriptions But, unless these 
technical prescriptions can be assimilated to a 
common denominator by an apparatus of valua- 
tion — an apparatus of prices and costs — ^they 
cannot be said to fulfil what we have postulated 
to be the object of planning The consumption 
of the people adapts itself to the output of the 
plan, not the output of the plan to the desires as 
regards consumption of the people 

5 It IS probable that at the present time the 
correctness of the above analysis would be con- 
ceded in most circles pretendmg to technical 
competence Ten years ago it would have been 
vigorously contested Those who upheld it were 
reviled and ostracized as reactionaries and incom- 
petents But today they have won all along the 
line Whatever may be the views of politicians 
and the rank-and-:We socialists — and of course, 
here as«elsewhere, there is a time-lag of perhaps 
fifteen or twenty years m such matters — ^at the 



206 


COMPLETE PIJLNNING 


present day few responsible socialist economists 
would deny that a plannmg authority which seeks 
to plan without the guidance of a price system 
will be planning without a measure Nor would 
they deny that, in a system of world dimensions, a 
pricing of the factors of production is impractic- 
able without the market The question to-day is 
whether an effective market in some shape or 
form is not possible once private property is abol- 
ished Not whether the market is necessary, but 
whether the market can be retained I ^ 

It IS often suggested that the problem can be 
solved by makmg the different branches of in- 
dustry quasi-mdependent units The different m- 
dustnes are to be organized m separate trusts, 
responsible in the last resort to the central govern- 
ment They are to hire their capital from the 
exchequer and pay their profits to it But, in 
their dealings with each other and with the general 
body of consumers, they are to proceed upon an 
exchange basis 

It should be clear, from what we have seen in 
an earher chapter, that this is a type of pobcy not 
out of harmony with developments which have 
actually taken place m certain important hues of 
industry and not uncongemal to the type of mmd 
which has been responsible for these , develop- 
ments If it IS desirable that one Ime of industry 

’ See, for instance, Mr Durbin’s “ Economic Calculus m a Planned 
Economy,” Economic Journal, vol xlvi, p 676 seq 
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should be organized as a luut, is it not desirable 
that all should be organized on the same prin- 
ciple * 

But at the same time it is a policy which 
suffers from most of these deficiencies which we 
discovered when exammmg this type of planning 
particular lines of mdustry , and it suffers from 
yet another which only arises when such planning 
has become general It tends to stereotype the 
status quo It tends to make the prosperity of the 
different industries, rather than the distribution 
of resources between mdustries, the criterion of 
successful planning And — and this is the crucial 
point m this connection — ^it destroys the competi- 
tive market It is quite possible for government 
trusts of this sort to conduct their mutual relations 
on a basis of money reckoning They can bid 
against each other for the services of other factors 
of production But they do not create competi- 
tive prices, either for what they buy or for what 
they sell It is a commonplace of price theory 
that bargaining between such monopolies is 
indeterminate between wide limits, save in terms 
of negotiating strategy Prices are fixed But 
they are virtually arbitrary They are a re- 
flection of power, not productivity They will 
not afford a satisfactory basis for the type of 
planning ‘we want The “the industry” fallacy 
IS no lees insidious when its application is com- 
pletely generalized 
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Much more mterestmg is the suggestion com- 
pletely to revive a competitive organization of 
industry The different industries are to be 
broken up into small units, no larger than con- 
siderations of techmcal efficiency make absolutely 
necessary The ownership of the capital and the 
means of production on which it is spent are 
to remain the property of the community any 
other plan would clearly be incompatible with the 
very conception of commumsm But the managers 
are to compete with each other, both in the sale 
of products and m the purchase of the services of 
the factors of production They are to behave 
as under competitive capitalism They are, as 
it were, to play at competition Such proposals 
are much less likely to be adopted than proposals 
for all-embracmg governmental monopolies But 
they show a much firmer grasp of the funda- 
mental problems At first sight, indeed, they 
appear to promise the best of both worlds the 
advantages of the mechanism of competition, 
without the disadvantages of the inequalities 
which are the by-product of the property system 
on which the mechamsm of competition rests at 
present 

But how would such a system actually work in 
practice ? It is obviously not the same as the 
system of free enterprise , and it is important to 
be clear exactly wherem the differences consist 

The managers of the production umts are state 
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servants The property they administer is not 
their own property or the property of a group 
of shareholders It is the property of the com- 
mumty at large The community at large there- 
fore assumes the ultimate risk of enterprise To 
the commumty at large flows the profit or loss of 
the business 

It follows therefore that the principles of 
management must be bureaucratic Just be- 
cause they are servants of the state and the 
custodians of its property, the managers will be 
obhged to adopt procedures of record and exphcit 
formulation of the reasons for decisions of policy 
which are not necessary to anything like the 
same degree under private enterprise This is 
not to say that they will be less able or less 
zealous than the admimstrators of private pro- 
perty The critics of bureaucratic procedure are 
barkmg up altogether the wrong tree if they 
impugn the ability or the zeal of state servants 
Experience shows that there is no reason why the 
standard in these respects should necessarily be 
inferior to the standards of private business 
indeed the contrary is sometimes the case The 
reason for the obvious differences between the 
speed and flexibihty of the two types of organiza- 
tion IS, not that the civil servant is necessarily 
mefbcient, but that he is responsible to political 
control. Because he is responsible to political 
control, because reasons for his actions may be 



210 


COMPLETE PLANNING 


demanded m the sovereign assembly, he must 
keep records, he must observe precedents, he 
must abide by rules of procedure This is not in 
the least unreasonable It would be intolerable 
if a pubhc servant, guaranteed against loss by 
the public purse, had powers of arbitrary action 
But it means that his speed and his initiative 
are necessarily greatly impeded 

It follows, too — ^what is more immediately 
germane to the central problem under discussion — 
that the scope of competitive action must be 
confined withm certain limits The managers of 
the productive umts are to sell against each 
other in the product markets They are to bid 
against each other in the markets for factors of 
production But it is scarcely to be supposed that 
they are to be free to change the general use of their 
capital As the manager of a communal cotton 
factory, a government servant may be per- 
mitted — even ordered — ^to undersell his competi- 
tors in the market for cotton cloth and to overbid 
them if necessary in the markets for labour and 
materials But can we assume that he is free to 
transform his business altogether, to become a 
merchant instead of a manufacturer, or a pro- 
ducer of some other commodity « Is he to be 
free to close down his works m Lancashire and 
to commence operations in Japan * The thing is 
not impossible to conceive But it is really most 
improbable in practice 
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But if this IS not so, then the competitive 
system is not re-created For it is the essence of 
capitalist competition in a changing world that 
there should be a continual remvestment of capi- 
tal m new forms and combinations The prices 
of the factors of production are the resultant of 
changing demand and changing supply Under 
static conditions, it is easy enough to conceive 
of a fictitious competition which might very well 
sustain an efficiency which might wane under 
complete centralization But the mam function 
of the price system is dynamic , and it is difficult 
to see how dynamic competition can be effec- 
tively re-created by any decentralization which 
stops short of institutions incompatible with cen- 
tral ownership 

Is it not possible that the advocates of these 
schemes, ingenious and able though they be, are 
still suffering from a subtle infection of the 
“ the industry ” fallacy ? 

6 These doubts are greatly reinforced if we 
cast our net rather wider Let us consider the 
system proposed, not from the point of view of 
particular production managers, but from a point 
of view embracing the factor markets in general 
And let jis keep firmly m mind that we are con- 
structing an mternatwnal system 

It iS of the essence of communism that in- 
comes shall be equalized By this is not excluded 
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the possibihty of inequahty due to inequalities of 
output or premiums for special skill and responsi- 
bility It IS obvious that, if the system is not to 
resort to coercion m the day-in day-out conduct 
of industry, there must exist some adjustment of 
reward to effort But the inequahty which is 
allowed must be an mequahty due to circum- 
stances for which the individual must be held in 
greater or less degree responsible Inequahty 
due to inequality of market position must be 
held to be quite incompatible with the mam 
prmciples of the system 

Now, for a communism which is truly inter- 
national, this presents a problem whose difficulty 
can scarcely be exaggerated The distribution of 
the population of the world as it exists today, 
and as it is likely to exist under the most favour- 
able conditions for many generations to come, is 
not such as to equaluse the value of the margmal 
product of the same kmd of labour in different 
places If we make the widest allowances for 
differences of capacity, it is still probable that 
there remain differences of very great magmtude 
And the differences of capacity themselves are 
very real There is no reason whatever to expect 
changes which will even approximately equalize 
the productivity of different people 

But this means that the plamnng authority is 
confronted with a dilemma which is truly stu- 
pendous If it decrees equal prices for labour 
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everywhere it substantially falsifies the basis of 
economic calculation We have seen already the 
catastrophic results of pobcies of international 
wage equalization If the price of labour is not in 
rough equivalence to the value of its product, then 
one of the main supports of a system of economic 
calculation is removed But on the other hand, 
if the production umts are ordered to compete m 
the labour markets as elsewhere, then the widest 
disparities of rates of remuneration will emerge 
The equahtarian principle of international com- 
mumsm is broken This is noi a matter of unequal 
pay for unequal apphcation That, as we have 
seen, may be regarded as likely and permissible 
It IS a matter of unequal pay for equal applica- 
tion, a matter of high labour incomes m America 
and low incomes m Kussia, of high rates m 
Australia and low rates m Austria It is an m- 
equahtarian framework for the operation of the 
premium system 

But what can be done about it within the 
limits of communist prmciple * Presumably there 
would be attempted forced transfers of labour on 
a very extensive scale But it seems qmte un- 
reahsti6 to suppose that, for many decades to 
come, such transfers could brmg about anything 
approachmg equal productivities Durmg the 
time m which the system was provmg its worth, 
this dilemma would contmue to confront it 
Either equahty of rates of remuneration, m which 
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case economic calculations would be seriously 
falsified or inequality, m which case the raison 
d'etre of the system would be abrogated 

It IS sometimes suggested that the difficulty 
could be met by a system of taxes and subsidies 
The managers of the production units would bid 
for labour according to its productivity and would 
keep accounts on that basis But the incomes 
actually paid out would be equalized by deduc- 
tion from the “ wages ” that were higher and 
subsidies to the “ wages ” that were less 

The suggestion is ingemous But it is difficult 
to believe that its advocates have ever really 
reflected on the quantitative problem mvolved 
Statistics of global income and production are 
notoriously unreliable and exactitude is neces- 
sarily impossible But it is still quite certain 
that, if property mcomes were abolished and 
an international equahzation of work mcomes 
attempted, there is hardly a worker in the 
“ advanced ” countries whose real income would 
not be severely dimimshed And it is doubtful 
whether the increase elsewhere would be very 
considerable Mankmd as a whole is still des- 
perately poor the abolition of inequality on a 
world scale, even if it mvolved no diminution 
of world production, would do little to raise the 
average But one may well ask whether the 
workers of the advanced countries would stand 
it If we consider only a European system, we 



CH vm INTEENATIONAL COMMUNISM 215 

may still question whether the workers of Sweden, 
or Great Britain, or even Germany, would wiUmgly 
submit to a reduction of their incomes to some- 
thing, perhaps, a little above the Italian level 
In Kussia this problem is not overwhelmmg all 
start more or less from a common level of abso- 
lute poverty But it would become a political 
problem of the first order of magnitude were the 
Eussian system extended 

Is it not likely that an mternational system 
which was run on these lines would speedily 
break up into antagomstic units of the Fascist 
Nationalist type with the consequences that we 
have already examined * 

7 If we turn to the problem of capital accu- 
mulation and capital disposal we reach equally 
depressing conclusions 

In a system of private property, the act of 
saving IS voluntary This is not to say that there 
does not exist “ forced saving ” brought about by 
manipulation of the banking system or the system 
of public finance But, speakmg broadly, capital 
accumulation depends on the voluntary decisions 
of private individuals and corporations,^ saving to 
a margin of their own choice 

1 This must not be construed as giving approval to the policy of 
corporate sftving which has become so conspicuous a feature in our 
day There is strong reason to suppose that this may often involve 
consideraJile waste of resources and rigidity of the capital market 
This IS one of the many respects in which the present company law is 
m urgent need of careful scrutmy from the economic point of view 
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Under communism, capital accumulation would 
still be necessary Not even Mr Keynes would 
seriously argue that the opportunities for capi- 
tal investment m the world as a whole are 
within sight of bemg exhausted Indeed, if the 
hitherto chronic poverty of the vast majority of 
the world’s inhabitants is ever to be remedied, 
capital accumulation on a scale qmte as large as 
anything witnessed durmg the mneteenth century 
must continue for a very long while There are 
hundreds of millions of labourers in the East at 
present wor kin g at margms which afford scarcely 
the means of subsistence Not merely birth 
control but the most extensive capital accumula- 
tion would be necessary to change this dreadful 
condition 

Under co mmunis m, however, individual savmg 
would be of quite subordmate importance. The 
mam function of deciding upon capital accumula- 
tion would be discharged by the central plan- 
nmg authority It would consist essentially in a 
decision to apply a certain proportion of the total 
resources available to providmg the means of real 
income, not for the present but for the future As 
with the individual, it would be a decision to forgo 
so much now, m the hope of havmg more in com- 
pensation later on 

Now we will not pause to mvestigate whether, 
under such a system, more or less would be saved 
than under capitalistic institutions It is clearly 



INTERNATIONAL COMMUNISM 


217 


partly a question of the form of government 
Dictatorships might compel more saving than 
under capitalism , effective democracies less 
Nor will we discuss further the question whether 
the mechanism of calculation of such a society 
would permit a rational allocation of the re- 
sources, thus saved, between different forms of 
production But it is pertment for our purposes 
to observe that, if the productivity per head of 
different sections of the society is not equal, and 
if the allocation of the capital Tesources saved is 
not equal, a general deduction all round from 
potential present mcomes will involve unequal 
sacrifice If, for instance, the services of the in- 
habitants of, say, Scandinavia are in part devoted 
to providmg resources to raise the productivity of 
the mhabitants of Chma, that means, as m the 
case of mcome equalization, that they get less 
than they might have had in order that others 
may get more 

This problem is not an imaginary one It is a 
problem which is already exemplified in th^ his- 
tory of the Kussian System Whatever be our 
interpretation of the various plans which have 
hitherto* been attempted withm that mysterious 
country, whether they are to be regarded as 
primarily preparation for imhtary defence, or 
attempts to satisfy some ultimate criterion of 
happmess, it is clear that they have been carried 
through by the imposition of forced savmg on the 
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peasantry If the peasantry had been permitted 
to sell their produce on the world market or even 
at free prices at home, there can be no shadow of 
doubt that their real incomes would have been 
higher There is no doubt, that is to say, that 
forced saving has been inflicted upon them in the 
interests of the general plan This is not the 
biassed diagnosis of minds out of sympathy with 
the general nature of the system It is the dia- 
gnosis of communists themselves ^ And it is a 
diagnosis which would necessarily fit still more 
the operations of a more extensive system No 
doubt the problem arises m some measure even 
under capitalist institutions If the export of 
capital is prohibited, there may be gam for some 
groups of wage-earners But it is a difference m 
degree almost equivalent to a difference m kind 
The initial sacrifice, such as it is, is the sacrifice 
of the savers and the interests m this respect 
of the different groups of workers are by no means 
identical Only under the prmciples of com- 
munism does such a conflict of regional interest 
emerge with explicit acuteness 

Again, are we not entitled to ask, is not such a 
system, unless controlled by the most rigid dic- 
tatorial methods, contmually in danger of dis- 
solution into antagomstic regional units ^ Is it 
workable on democratic hues on an international 
scale ^ 

1 See Dobb, Susman Econom%c Development, pp 409 seq 
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8 This leads us to our final question Is such 
a system m general compatible with the retention 
of democracy * 

Hitherto democracy has proved possible only 
when the issues to be decided were comparatively 
few and simple All round us in our own day, 
when governments have assumed more extensive 
functions of control and regulation, we hear com- 
plaints of the madequacy of the democratic 
machinery effectively to discharge such functions 
But communism, especially commumsm on an 
international scale, involves many most complex 
issues If our analysis is correct, it does not seem 
possible to decentralize adequately and yet keep 
the essentials of the system To obviate the 
difficulties regardmg the distribution of capital 
and labour which we have been exammmg, some 
mechanism of authoritative control seems essen- 
tial Is it not probable, therefore, that, under 
such a system, decision with regard to these issues 
would tend to gravitate more and more into the 
hands of men not subject to democratic control, 
and that the essence of such a government, 
whatever its referenda and its fayade of electoral 
machinery, would be dictatorial * Is it not likely 
that mass propaganda, stunt trials and secret 
coercion would become the normal instruments of 
government, and that, in the effort to work the 
vast machmery which the nature of the system 
necessitates, even what httle at present exists of 
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individual freedom and variety would suffer a 
final extmction * 

International communism aims at more wealth 
and more freedom for all But the means it pro- 
poses may mvolve the frustration of ]ust these 
ends 


Lilies that fester sujell far worse than weeds 



CHAPTER IX 


INTERNATIONAL LIBERALISM 

1 If our analysis thus far has been correct, its 
results must be admitted to be profoundly dis- 
turbing Plannmg on national Imes leads to 
waste and insecurity The international plannmg 
of particular Imes of trade and industry does not 
remedy matters And now there seems reason 
to doubt the practicability of a comprehensive 
plannmg from the centre which does not destroy 
]ust that which it was intended to preserve 
Is there no way out of this tmpasse ? 

2 Let us remmd ourselves of the essentials of 
any solution which will meet the criteria which we 
have laid down already 

Here on the one side are the hundreds of 
miUions^of consumers who constitute the popula- 
tion of the planet On the other side are the self- 
same people with their various aptitudes and 
opportunities as producers and the mechamcal 
and natural resources which are available What 
are the essentials of an organization which shall 
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bring it about that these productive powers are 
used in such a way as to satisfy as fully as possible 
the various wants of the citizens * 

Clearly two things are necessary Firstly, we 
need an apparatus which wiU register the strength 
of demand and the relative capacity of the different 
instruments of production to satisfy it Secondly, 
we need institutions of decentralized initiative 
operating m such a way as to involve a continuous 
tendency to apply productive resources at the point 
of highest return We need to know the demands 
of the consumers and the relative effectiveness of 
different ways of satisfymg them and we need 
an organization of production which will brmg it 
about that no resources can be devoted to produce 
any but the highest return without loss falling on 
those responsible for controllmg them 

In the light of our earlier mvestigations it 
should not need much argument to demonstrate 
that the essentials of such an organization are 
provided by the free market and the institution 
of private property A free market prices both 
products and the factors of production which pro- 
duce them It rewards, with higher gams, trans- 
fers to lines of production where production is 
more urgently needed It pumshes, with loss and 
reduction of income, continuance of production 
when the factors of production involved can pro- 
duce a higher return elsewhere The institutions 
of private property provide for decentralized 
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initiative and this initiative in turn creates the 
market as an organizmg principle Given their 
power to demand, which springs from the past 
value of their services and their property, the 
citizens exercise through the market continuous 
control over the future disposal of their work and 
their resources The citizen, as producer, is not 
compelled by physical or legal coercion to put his 
services and his property to the uses in which they 
produce most in value terms But if he chooses 
to refrain from doing so, his own power to consume 
in the future is curtailed to the extent of his 
refusal As consumer the citizen buys in the 
cheapest market As producer he sells in the 
dearest In this way the maximum division of 
labour which is compatible with given tastes and 
given technique is continuously enforced In this 
way the inhabitants of the most diverse parts, as 
producers, whatever the width of the jurisdiction 
of the government under which they happen to 
reside, co-operate in an organization which is 
tending continually to make their range of effec- 
tive choice, as consumers, as wide as is compatible 
with an absence of arbitrary curtailment in their 
favour Oi the range of choice of their fellows 

3 But IS this not the very negation of plan- 
mng — a “planless economy ”, an “ individualistic 
chaos ” I 

This view IS widely prevalent nowadays And, 
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of course, if the term planning is by dejimUon to 
be restricted to the operations of a centralized 
control, then the institutions of international 
liberalism are indeed excluded The principle of 
mtemational liberalism is decentralization and 
control by the market If we say that the term 
plan must not be apphed to an orgamzation in 
which free initiative is guided to the service of 
free choice by an impersonal mechanism, then 
we have settled a point of termmology But we 
have not judged the significance of the organiza- 
tion 

But the termmology is surely unfortunate 
The essence of a plan is that it is an attempt to 
shape means to ends In a world of change the 
essence of a successful plan of productive organ- 
ization IS that it should brmg about contmual 
adaptation to changmg technical conditions and 
changmg demands of consumers No w the various 
plans which we have exammed hitherto do not do 
this They involve a paralysis of the mechamsm 
of adaptation they tend to make the plan the end 
and the frustration of the consumers the means 
They mvolve a tendency to a curtailment of pro- 
ductivity m a world which is certainly not over- 
burdened with plenty Surely it is wise to attempt 
to avoid this kmd of plan, to attempt to erect a 
world order which is capable of adaptation and 
which provides mcentives to adaptation It is 
this which IS the object of mtemational bberal- 
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ism It IS an institutional pattern especially 
designed to meet the difEiculties of economic or- 
ganization on an international scale If planning 
IS an attempt to create mstitutions conducive to 
the satisfaction of the citizens, then international 
liberalism is a plan 

It IS a plan, too, in the sense that it is to be 
the creation of government 

It IS often held that liberalism demes all func- 
tions to government The naive belief that un- 
guided self-mterest is necessarily conducive to 
public benefit is thought to be the foundation 
of the liberal social philosophy and a system 
which IS held to rest upon such a superstition is, 
not unnaturally, condemned without exammation 
For this belief the hberals of the past are not 
altogether blameless It is, of course, a grotesque 
libel to suggest that men such as Hume, Adam 
Smith or Bentham regarded government as 
superfluous ^ To attribute to the great utilitarian 
philosophers the jejune presuppositions of an 

* Mr Keynes’ celebrated pamphlet The End of iMtssez-Faire has 
been regarded, both by its author and by the general public, as a great 
advance on the classical econonusts indeed a final (or ought we to 
say penultimate ?) emancipation from the tyranny of their ideas The 
full extent Oi our debt to Mr Keynes is perhaps best to be estimated 
by a textual comparison of his own description of the agenda of the 
state and that of Adam Smith which was the basis of the classical 
outlook 

Let ns put enlightenment first “ The most important agenda of 
the state relate not to those activities which private individuals are 
already fulfillmg, but to those functions which fail outside the sphere 
of the individual, to those decisions which are made by no one if the 
State does not make them The important thing for government to 
Q 
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anarcliistic philosopliy of society can only be 
regarded as propagandist rhetoric But it may 
be true that, in their preoccupation with the dis- 
covery of the laws of the market, they were apt 
sometimes to take the market itself for granted 
It may be true too that, in their zeal to expose the 
results of interference with the disposal of property, 
they may have laid insufficient emphasis upon 
the framework of law and order which made the 
mstitution of property possible In this way they, 
and still more the politicians who simplified their 
analysis for popular consumption, laid themselves 
open to misunderstandmg and misrepresentation 
But, notwithstanding all that has been said to 
the contrary, it is a gross misconception to suppose 
that government and governmental bodies do not 
play a most important and indispensable role in 
the liberal plan of co-operation To emphasize 
this IS not to claim any additional virtue for the 
plan In spite of certam contemporary habits 
of speech, there is no intrinsic virtue either m 

do IS not to do things which individuals are doing already, and to do 
them a little better or a little worse but to do those things which 
at present are not done at aU ” (Keynes, The. End of Laissez Faire, 
pp 46 47) 

And now for the classical mght “ The sovereign has*" thirdly, 
the duty of erecting and maintainmg certam public works and certam 
public institutions which it never can be for the interest of any indi 
vidual or smaU group of individuals, to erect and maintain because 
the profit could never repay the expense to any individual or small 
number of individuals, though it may frequently do much more than 
repay it to a great society ” (Adam Smith, The Weal^ of Nations 
(Caiman’s Edition), vol u, pp 184 185) 

From what a quagmire have »e been dehvered 
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government or the absence of government the 
utilitarian calculus weighs governmental and non- 
governmental actions mdifferently It is only to 
draw attention to an aspect of the plan, failure 
to understand which may lead to total miscon- 
ception of the whole system The characteristic 
institutions of a liberal society are inconceivable 
without government 

It should be obvious that they are inconceiv- 
able without security If there is no authority 
armed with coercive power, the plans of the differ- 
ent citizens must be to some extent self-frustrat- 
ing They must provide for an apparatus of 
defence This is necessarily wasteful , and it is 
often itself provocative They must be short- 
run plans it IS not worth while plannmg for a 
long run of great uncertainty Even so they are 
liable to continual disturbance There can be no 
World-Wide division of labour, no extensive accu- 
mulation, no elaborate organization of production 
if arbitrary force is not restramed by force which 
IS stronger but which is not arbitrary 

But this IS not enough The mere absence of 
violence IS not a sufficient condition for the eflicient 
working of free enterprise For co-operation to 
be effective it must be restramed within suitable 
hmits by a framework of institutions Neither 
property nor contract are in any sense natural 
They ar^ essentially the creation of law , and they 
are not simple creations For purposes of exposi- 
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tion, we may sometimes speak as if property 
rights and the system of contract were homo- 
geneous and simple But if we allow ourselves 
to be led into supposmg that this is anythmg 
but the crudest of simplifications we fall mto 
gross error The system of legal rights m any 
existing society is a matter of the utmost com- 
plexity, the actual result of centuries of legisla- 
tion and judicial decision To determme where- 
in these rights are to consist if they are to be 
conducive to the satisfaction of the pubhc choice, 
to delimit their scope and their content, is a task 
of the utmost difficulty In what objects are 
property rights to be recognized * Are they to 
cover ideas and inventions * Or are they to be 
limited to scarce material resources and their 
utilization ? If so, what type of utilization ? 
May a man use his property in ways which mean 
damage to others * If not, how is damage to be 
defined ? Are contracts to restrict trade permis- 
sible ^ If so, in what circumstances ? If not, 
what IS the defimtion of restriction « It is in the 
solution of questions of this sort that the task of 
legal planning consists It is in the reference of 
particular cases to such a system of norms that 
the plans thus made are continually translated 
mto practice The system of rights and duties of 
the ideal hberal society may be thought to be a 
good plan or it may be thought to be a bad plan 
But to describe it as no plan is not to understand 



OH IX INTERNATIONAL LIBERALISM 229 

it at all The idea of a co-ordination of human 
activities by means of a system of impersonal 
rules, withm which what spontaneous relations 
arise are conducive to mutual benefit, is a con- 
ception, at least as subtle, at least as ambitious, 
as the conception of prescnhmg positively each 
action or each type of action by a central plan- 
nmg authority and it is perhaps not less in 
harmony with the requirements of a spiritually 
sound society We may blame the enthusiasts 
who, m their interest m what happens in the 
market, have paid too little attention to its 
necessary framework But what shall we say of 
those who argue perpetually as if this framework 
did not exist ^ 

^ It would be out of place in this context to elaborate the details 
of a desirable framework The main preoccupation of this work is 
with the broadest outlme of different types of plan considered in their 
international aspects But it is perhaps permissible to say here that, 
m the opinion of the author, it is m the discovery of improvements in 
the admittedly defective framework of the present that one of the 
most important paths of future reform consists It is not certain that 
on every possible occasion the mechamsm of markets will function 
satisfactorily But experience suggests that m most oases where it 
does not investigation shows that there is some deficiency in the 
law These deficiencies are often apparently trifling To discover 
them IS a dull matter involving hard work and little emotional satis- 
faction But It is difficult to exaggerate the practical sigmficance of 
such studies It is only necessary to compare the radically different 
evolution of industrial structure m England and in Germany to 
realize how important apparently ummportant differences in the 
law may be It may bo suggested that if half the energj which 
has been put into discovering ways in which the monopolistic activities 
of private enterprise may be superseded by the monopolistic activities 
of government organs had been devoted to discovering ways of pre 
venting prwate enterprise acquirmg legalized monopolistic power, 
the so called monopoly problem would have ceased to be very im- 
portant 
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But this IS not all The provision of security 
and a suitable legal system is a function more 
important and more complex than is often sus- 
pected But it does not exhaust the provmce 
of government The market apparatus has its 
limi ts and outside these limits arise certain 
generally acknowledged wants which, if they are 
not satisfied by governmental action, will either 
not be satisfied at all or, at best, will be satisfied 
very madequately 

It is not possible or desirable exhaustively to 
enumerate such cases But it is not difficult to 
describe their general nature On the one hand, 
there exist wants which must be satisfied collect- 
ively or not satisfied at all Of this class pro- 
vision against infectious diseases is a conspicuous 
mstance It is comparatively useless for the in- 
dividual to make private provision here He may 
be willmg to pay all that is techmcally necessary 
But unless all others are doing likewise his ex- 
penditure may be inefEective On the other hand, 
there arise wants which can be formulated in- 
dividually, but for whose supply spontaneous 
contracts between private property owners is not 
effective Of this class the demand fdr certain 
means of communication is typical It is possible 
for individuals to offer money for means of access 
to different places But, in many cases, in the 
absence of government action in some -shape or 
form the supply will not be forthcommg It is 
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not inconceivable that an extensive road sys- 
tem should be satisfactorily created by private 
enterprise But it is not probable and, if it 
IS not, then there may be need for another kind 
of plan 

This necessity has long been recognized Adam 
Smith made it the third of his list of duties of 
the sovereign “ to erect and maintain certam 
public works and certain public institutions which 
it can never be to the interest -of any individual 
or small group of individuals to maintain ” ^ 
But in recent years it has become more important 
The development of technique has brought it 
about that many services of obvious utility are 
best rendered by methods which involve the use 
of a network of long strips of land difficult to 
establish save by compulsory acquisition — rail 
transport and canals, drainage, water supply, 
electricity, telegraphic and telephonic communi- 
cation, and so on It is not certain that the 
supply of these services is best organized on the 
basis of governmental or quasi-governmental 
monopoly Current discussion of the matter is 
usually mterested or superficial the task of m- 
dependeht scrutiny of the most suitable institu- 
tions here has scarcely yet begun But it is 
certain that, m some form or other, governmental 

* See abave, footnote, p 226 An excellent short discussion of the 
functions of governments in this respect is to be found in Cannan, 
Wealth, chap iv 
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action IS necessary It is certain, too, that the 
field of such necessary action is extensive 

4 If this reasoning is correct, it is therefore 
wrong to regard the proposals of international 
liberalism as involvmg no plan On the contrary, 
they constitute the one plan we have so far 
exammed which does not at once display con- 
spicuous internal weakness when conceived on a 
world scale 

It would be equally wrong to regard them as a 
plan which has ever yet been realized Much of 
the order which exists even at the present owes its 
origm to private enterprise and the market If 
there were no markets and no private enterprise 
our position would be even worse than it is It 
IS indeed one of the strongest recommendations of 
liberal mstitutions that their vitality as organizing 
influences is displayed even on the smallest scale 
and m the most adverse circumstances But, as 
our earlier investigations have shown, the world 
today IS not predommantly liberal It is national- 
ist and mterventiomst , and the continual suc- 
cession of political and economic catastrophes 
which this mvolves gives what market mlJchamsm 
exists a task which no mechanism can perform 
It IS not liberal institutions but the absence of 
such institutions which is responsible for the chaos 
of today 

Indeed, if we preserve a sense of perspective. 
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the conspicuous fact that emerges from any his- 
torical survey is radically different from what the 
reactionaries — both fascist and co mmunis t — 
endeavour to make us believe International 
liberalism is not a plan that has been tried 
and failed It is a plan that has never yet had 
a full chance The chaos of today is not some- 
thing new It is a relapse to what hitherto has 
been the normal condition of the human race 
The difference between the economic organiza- 
tion of today and the economic organization of 
the past IS great But it is a difference of scale 
and technical process and potentialities for world- 
wide disaster The prmciples have been the 
same They have been sectional, monopolist, 
restrictionist The results too have been s imilar 
There has been poverty and msecurity There 
was little freedom of enterprise before the mne- 
teenth century There were close corporations, 
state monopolies, restrictions on movement, sec- 
tional trade agreements, prohibitions, tariffs 
Only m the middle of the eighteenth century did 
men begin even to conceive of a world in which 
privilege to restrict should be restricted and in 
which the disposition of resources should obey, 
not the demands of producers for monopoly, but 
the demands of consumers for wealth 

For a short time it seemed as if this dream 
might ‘be realized When Adam Smith wrote 
The WeaUh of Nations it seemed to him that to 
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expect the establishment of complete freedom of 
trade in Great Bntam was “ as absurd as to 
expect that an Oceana or Utopia should ever be 
established in it ” ^ But the power of ideas, 
operating m a mtltm of favourable political acci- 
dents, was stronger than even he suspected In 
thirty years he had made converts of the great 
majority of educated Enghshmen By the middle 
of the nineteenth century, the Corn Laws had 
been repealed, restrictions on movement abolished 
and what to all intents and purposes were the 
begmnings of a liberal economic system estab- 
lished in Great Bntam 

The influence of these changes was not con- 
fined to Great Britain The internal policy of the 
United States of America, although lackmg much 
in power to control the excesses of the frontier 
spirit, was predominantly liberal And for a 
brief period indeed it seemed as if the countries 
of the European mainland would develop similar 
mstitutions From the forties to the seventies of 
the nineteenth century the trend of legislation 
almost everywhere was liberal Tariffs were 
lowered Personal unfreedom was abolished 
Enterprise was freed Monopohes were dissolved 
International division of labour was extended 
And the consequential mcrease of wealth was 
spectacular 

But reaction was not long in assertmg itself 

1 Wealth of Nations (Caiman’s Bdition), p 436 
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From the seventies onwards the tide began to 
flow in the opposite direction In Central and 
Eastern Europe the ideas of mtemational liberal- 
ism had never taken firm root The idea that 
production could be organized without the exist- 
ence of an organizer who gave orders, as Frederick 
William gave orders to his guards, was not 
easily assimilated by minds few of which had 
ever really thrown off the habits of intellectual 
sycophancy of autocratic courts The failure of 
the ’48 and the unification of Germany by Blood 
and Iron created an atmosphere in which the 
principles of mercantilism were once more respect- 
able The Physiocrats were condemned the 
Cameralists exalted The systems of List and 
Schmoller took the place of the system of Smith 
and Ricardo Neither the socialists on the left 
nor the conservatives on the right, each only the 
representatives of special interests, ever grasped 
the view that co-operation without regulation 
from the centre could be anythmg other than 
chaos The reimposition of the iron and steel 
duties by Bismarck at the end of the seventies, 
and his explicit adoption of the prmciples of 
imperialism, were the death-knell of liberalism m 
Germany The practice of the totalitarian Third 
Reich IS only the practice of Bismarckian Ger- 
many writ large 

There were other influences tendmg m the 
same direction In its origins socialism, equally 
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with liberalism, was rationalist and utilitarian 
It rested on the belief, clearly susceptible of 
reasonable discussion, that there was a technique 
of economic organization superior to a system of 
free enterprise But early efforts to demonstrate 
this were not successful , and the attempt was 
soon abandoned With the decline of the French 
Utopians, socialism relapsed mto the messiamc 
mysticism of Marxian determmism , or it allied 
itself with the special interests of trade-union 
restrictiomsm Its propaganda, although pro- 
fessedly mtemational, had the effect of weaken- 
ing belief m the free market and strengthening 
the movement for the revival of national controls 
It thus played directly into the hands of the re- 
action The nationalist reactionaries well knew 
how to steal the thunder of the socialists and 
present it in a “ more human ”, “ more practic- 
able ” form 

Nor must the mistakes of the hberal reformers 
be left out of the picture here There is no 
doubt that the early hberals had not thought out 
completely the implications of their position 
They were weak on the problem of associations, 
and they did not really grasp the problem of 
national sovereignties In consequence, they 
sometimes followed policies which created new op- 
portunities for privilege and emphasized national 
differences and at every step the representatives 
of special interests were alert to exploit their 
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blunders The dictatorship of the consumer is a 
drastic purge of mefhciency and those sections 
of the community whose privileges were menaced 
were not over-scrupulous about their methods of 
defence 

But when all this is taken into account, it is 
the nationalist reaction which must claim the 
mam credit for arresting the liberal revolution 
The claim of Hitler to have saved Europe from 
Marx and Lenin may be dubious But Bismarck 
certainly “saved” us from Cobden and Adam 
Smith In the history of the last sixty years it is 
the influence of German thought and German policy 
which has been dommant The existence, at the 
centre of European civilization, of a Power whose 
statesmen and thinkers openly rejected liberalism 
and regarded the atavistic ideals of imperialism 
as the be-all and end-all of policy, exercised an 
influence which it is difficult to exaggerate It 
gave the tone to thought and legislation even 
in countries where liberalism persisted British 
imperialism was made m Germany, and the 
paternalism of the official liberal party m Great 
Britain was modelled on Bismarck’s “ Social 
State ” * It dominated foreign policy It accen- 
tuated national divisions and international alli- 
ances And in the end it brought about the 
Great War m which liberal institutions began to 
founder* and in whose aftermath they have been 
nearly swept away 
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International liberalism is not a plan which 
has been tried and failed It is a plan which 
has never been carried through — a revolution 
crushed by reaction ere it had time to be fully 
tested 

5 We can see this all the more vividly if we 
try to sketch out for ourselves some of the changes 
which are necessary to make international liberal- 
ism a reality To imagine that, in the present 
state of opmion, these changes will come about 
may be as absurd as to imagme the establishment 
of an Oceana or a Utopia But it is always useful 
to know the significance of different directions of 
movement And if we have found that other plans 
lead to institutions which seem to be ultimately 
unworkable, it is, at least, interestmg to know 
whether this plan would be doomed to frustration 
for similar reasons 

We do not have to look far before coming to 
the main requirement Accordmg to the outlme 
of the functions of government which we have 
already made, the first essential is security There 
cannot be an orderly mtemational division of 
labour, there cannot exist the complicated net- 
work of financial and economic relations essential 
to the proper development of the earth’s resources, 
if the citizens are contmuallym danger of violence 
In the present state of techmque as regards com- 
munications and production, this is more‘import- 
ant than it ever has been Without order, no 
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economy without peace, no welfare 

But it IS in 3ust this most elementary reqmre- 
ment of a comprehensive mtemational plan that 
our present organization is most conspicuously 
lacking There is world economy But there is 
no world polity The different national states 
each arm against the other Between their mem- 
bers there is not the ordered freedom of the 
liberal state but the brutish anarchy of the state 
of nature The opportunities of division of labour 
make us members one of another But for lack 
of proper governmental machmery we make war 
or prepare for war continually We should regard 
it as absurd if the inhabitants of the county of 
London mamtamed armed forces for defence 
against the inhabitants of the surrounding coun- 
ties and the inhabitants of surroundmg counties 
maintained armed forces against them W e should 
regard it as childish, atavistic, wasteful, if not 
actually productive of chaos Yet, because of the 
division of the world into national units, similar 
arrangements between areas, equally interdepend- 
ent and equally mdistmguishable by any criteria 
other than the arbitrary heritage of past govern- 
mental arrangements, are not merely taken for 
granted as inevitable but even regarded as con- 
tributing to the general good These are no 
doubt matters of ultimate valuation Whether 
it is a good thing or a bad thmg to kill without 
judicial process is a question which, even at the 
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present day, is often decided differently accord- 
ing to the nationality of the victims But this 
thing IS certam The nationalistic anarchy is 
wasteful Whatever value we may put on the 
mihtary virtues as such, there can be no doubt 
that, at the present tune, the existence of this 
apparatus for ehcitmg such virtues is more costly, 
in terms of the other thmgs we have to sacrifice, 
than any other luxury the human race affords 
How much misery might have been avoided, 
how much poverty prevented, had the accident 
of history not divided the seat of sovereignty 
It IS just here that we can perceive one of the 
mam deficiencies of nmeteenth-century liberal- 
ism It was the great achievement of the men 
of those days to have realized the harmony of 
mterest of the inhabitants of different national 
areas But they did not sufficiently realize that 
the achievement of this harmony was only poss- 
ible withm a framework of international security 
They thought that if they demonstrated the 
wastefulness and futility of economic and political 
warfare it was enough If each national state 
were limited to the performance of the functions 
proper to a liberal government there would be 
no occasion for international conflict There 
would be no need for a super-national authority 
But this was a grave error The harmony of 
mterests which they perceived to be established 
by the institutions of property and the market 
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necessitated, as they had demonstrated, an appa- 
ratus for maintaining law and order But whereas 
within national areas such an apparatus, how- 
ever imperfect, existed, between national areas 
there was no apparatus at all Wit hin the 
national areas they relied upon the coercive 
power of the state to provide the restramts 
which harmonized the mterests of the different 
mdmduals Between the areas they relied only 
upon demonstration of common interest and the 
futihty of violence their outlook here, that is 
to say, was implicitly not hberal but anarchist 
But the anarchist position is untenable It is 
true that, for the citizen who does not love war 
as such, abstention from violence is an obvious 
matter of self-interest It is true that, m the 
long run, aggression seldom pays the aggressor, 
and that even victory is associated with im- 
poverishment But if we are not content to rely 
on such arguments for the preservation of order 
withm the nation, we have no reason to believe 
that such reliance would be effective m preserv- 
mg international order 

Es kann der Beste nicht m Frieden leben 
■Wenn es dem bosen Nachtbar nicht gefallt 

The existence of one state whose leaders have 
evil mtentions can frustrate the co-operation of 
a world, of peaceful peoples It is not by the 
demonstration that burglary and gangsterdom do 
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not pay that we restram the activities of burglars 
and gangsters it is by the maintenance of a 
mechamsm of restramt And it will not be with- 
out a mechamsm of restramt that international 
burglary and gangsterdom are banished from the 
face of the earth ^ 

“ A man must be far gone in Utopian specula- 
tions who can seriously doubt that if states 
be wholly disunited or only united m partial 
confederacies, the subdivisions into which they 
might be thrown would have frequent and violent 
contests with each other To presume a want of 
motive for such contests as an argument against 
their existence would be to forget that men are 
ambitious, vindictive and rapacious To look for 
a contmuation of harmony between a number of 
independent, unconnected sovereignties in the 
same neighbourhood would be to disregard the 
uniform course of human events, and to set at 
defiance the accumulated experience of ages ” * 

But how IS the apparatus of restramt to be 
provided 

It IS becommg very obvious that mere associa- 
tions of sovereign states are meffective The 
confederation — ^the Staatenbund — has naver been 

* This IS a subject which Cannan made his own long before it was 
a matter of popular discussion See especially his valedictory address 
to the London School of Economies, “ Adam Smith as a^i Economist ” 
An Economist' a Protest, p 417 seq Also a lecture on “ International 
Anarchy from the Economic Pomt of View ”, reprinted in the same 
place, p 65 seq 

^ Hamilton, The Federalist (Everyman Edition), p 20 
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very successful and m our own day its weak- 
nesses are only too painfully evident So long as 
the difEerent states retain their sovereignty, so 
long can decrees against them be enforced ulti- 
mately only by armed alliances of other states 
Every word that was written by the founders of 
the American constitution agamst the confederal 
form of government has been vmdicated agam in 
our own tune by the history of the League of 
Nations 

“ Government ”, wrote Hamilton, “ imphes 
the power of making laws It is essential to the 
idea of law that it be attended with a sanction 
If there be no penalty attached to dis- 
obedience, the resolutions or commands which 
pretend to be laws will, m fact, amount to not hing 
more than advice or recommendation This 
penalty, whatever it may be, can only be inflicted 
in two ways by the agency of the courts and 
ministers of justice, or by military force . by the 
COERCION of the magistracy, or by the coercion 
of arms The first kmd can evidently apply only 
to men the last kmd must of necessity be em- 
ployed agamst bodies politic or communities or 
states it is evident that there is no process of a 
court by which the observance of the laws can m 
the last resort be enforced Sentences may be 
denounced agamst them for violations of them 
duty but these sentences can only be carried 
into execution by the sword . . 
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“ In every political association which is formed 
upon the principle of muting in a common interest 
a number of lesser sovereignties, there will be 
found a land of eccentric tendency m the sub- 
ordmate or inferior ones by the operation of which 
there will be a perpetual effort m each to fly off 
from the common centre ” ^ 

Only the surrender of sovereignty, of the right 
to make war, by the national governments can 
remove the danger 

But a completely unitary world state is neither 
workable nor desirable Its unworkability de- 
pends essentially upon the extent of the area and 
the complexity of the language conditions over 
which it would have jurisdiction We have seen 
this difliculty m surveymg the possibilities of 
international communism It would arise even 
in a completely liberal system For a central 
authority to be responsible for roads and public 
health both in Austria and Australia would be 
absurd Nor could we be sure that such a body 
would be an efficient safeguard of liberty Caligula 
once wished that the whole Roman people could 
be muted m one head so that at a smgle blow he 
might have the supreme ecstasy of decapitatmg 
it That great Leviathan, the umtary world state, 
might present similar temptations to our modem 
sadists If mdependent sovereignty is 'chaos, the 
murestricted unitary state might be death 

1 Op ctt pp 71 72 
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There is only one solution to this stupendous 
problem The first need of the world is not 
economic but political revolution It is not neces- 
sary that a world state should have powers un- 
restricted by constitution But it is necessary 
that the national states should surrender certain 
rights to an international authority The right 
of makmg war and the power to do so must be 
given up But they need not give up all their 
rights of independent government , and the 
rights of the international authority must also 
be limited There must be neither alliance nor 
complete unification, but Federation , neither 
Staatenbund, nor Einh&dsstmt, but Bundes- 
staat 

Here we once more see the far-reaching wisdom 
of the founders of the American constitution 
They did not produce a perfect constitution 
Perfection of political arrangements is not to be 
hoped for, is mdeed not even conceivable It is 
obvious that both m the American Federation 
which exists and m any world or smaller federa- 
tion which might be modelled on it, there remain 
great problems of providmg for proper adaptation 
of the davision of federal and state powers and 
adjustmg the areas of regional admmistration 
No sane person will pretend that the American 
constitution today provides an mstrument which 
IS at ail perfectly adapted to the necessities 
of government under present technical condi- 
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tions ^ But when all these obvious deficiencies 
are taken into account, the fact remains that thej 
did construct an instrument which has reconciled 
the mterests of a multitude of people over vast 
stretches of the earth’s surface and has created an 
area of peace and internal freedom for economic 
co-operation which is without precedent m his- 
tory They did establish a principle which offers 
the one hope of escape from the fear of destruc- 
tion which today overshadows humanity And 
when we contrast the peace and the riches of that 
great Union with the chaos and anarchy of the 
unhappy nations of Europe we know that this 
was something worth domg, worth preserving, 
worth fightmg to preserve We can read Abraham 
Lmcoln’s noble dedication of the dead at Gettys- 
burg and know that his claims were just 

6 It IS not the purpose of this chapter to draw 
up the articles of a world federation Our aim, 
here as throughout these reflections, is to suggest 
principles rather than to elaborate policy But it 
will help to clarify our ideas if we explore a little 
further the functions in such a system of such 
bodies as now are sovereign states We wiill ignore 
the obvious unsuitability for any kmd of admmis- 
trative function of many of the present national 

^ The imphcit cnticism in the propositions of the nei^t section of 
this chapter should be sufficient to guard against misunderstanding 
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areas The problem of the appropriate area for 
federal organization of any sort is a problem of the 
utmost importance, and it would be an important 
feature of any rational constitution that provisions 
were made for periodic adjustments But for our 
purposes this may be disregarded Assummg 
that there is not to be complete unification, we 
enquire what functions would be best discharged 
by the local “ states ” if the principles of inter- 
national liberalism are to be realized 

It should be clear from what we have seen 
already in earlier chapters that there is no place 
for such bodies, however geographically consti- 
tuted, as regulators of inter-area trade It would 
be the object of a liberal world federation to create 
the maximum scope for international division of 
labour and any restriction of trading between 
governmental areas would be totally alien to its 
intention In so far as a hberal system mvolves a 
framework of legal regulation — and we have seen 
that this IS of the utmost importance — the consti- 
tution should bring it about that such a framework 
was federal — that is to say, that the law of pro- 
perty and contract the world over was unified and 
admmistered on umform principles That the 
authorities of local “ states ” should retam the 
power to prevent the citizens who happened to 
inherit tKeir areas from selling their produce 
where the demand was greatest and buying 
their goods where the supply was cheapest 
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would be mimical to the mternational liberal 
plan ^ 

For the same reason, it would be inappropriate 
that such local authorities should have power to 
limit the movement of labour or capital If the 
difEerent states of the American Federation had 
had the right to limit migration or mvestment, 
there can be httle doubt that some of them would 
have done so But it would have been an illiberal 
system That the people who happen to reside 
within a particular administrative area should 
have the right to prevent people elsewhere havmg 
as free access to co-operation with the owners of 
the fixed property within the area as they them- 
selves have would give rise — as it does m the 
world of mdependent states today — ^to positions 
of monopoly and privilege The owners of fixed 
property m the difEerent areas are compelled, 
on pain of loss of potential income, to put their 
resources to those uses which satisfy the most 
urgent demands Why should those who dis- 
pose of services which are mobile be prevented 

1 It should be remembered that here as elsewhere we are discussing 
types of planiung, not tactics of plannmg policy Whether it would 
be wise to make the surrender of fiscal power an essential df any world 
federation is quite a separate question It is arguable that if the 
national states could be induced to surrender the powers of makmg 
peace or war, this would be enough as a beginning and nothing that 
IS said in this chapter or elsewhere should be construed js attempting 
to decide this question in advance As is emphasized contmually, the 
object of the essay is to contrast alternatives, not to formulate pohcy 
It IS obvious that to plan the “ deplanning ” of the interventionism 
of the last half century would demand a treatise in itself 
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from doing likewise ^ It is sometimes urged 
that there are “ social ” arguments, whatever 
that may mean, against complete freedom of 
migration Most of these are based upon reason- 
ing so obviously fragile or so fundamentally 
intolerant as to be scarcely worth discussion ^ 
But whatever their validity, it is surely certain 
that, if it were necessary to impose limitations on 
the movement of any class of citizens, or on the 
movement of theur capital, that would be a func- 
tion which should only be performed by the 
federal authority, never by the local states. 

But what, then, should be the power of the 
different local authorities ^ 

1 The one argument agamst perfectly free migration which la likely 
to be interesting to international literals is that elaborated by 
Cannan (Wealth, 3rd Edition, p 287) concenung differential fertility 
IJ any people shows a chrome mcapacity to restram their multiphca 
tion, whatever their economic circumstances, then Cannan argued, 
“ it IS probably desirable that it should be confined withm as narrow 
limits as possible It is tetter that it should learn that over-popula- 
tion IS an evil, and how to avoid it, in one country or contment, than 
after extending it all over the world ” Analytically, accepting the 
utilitarian criteria of policy, the argument is surely valid But 
Its applicability depends on the assumption that such peoples 
actually exist In present conditions it seems as if birth control 
were likely to become universal Mr Carr Saunders suggests that it 
may even be widely adopted in India (Carr Saunders, World Popula- 
tion, p 277) And it has yet to he shown that, where immigrants 
from high birth rate countries settle in low birth rate areas, they do 
not rapidlyw-aome would say, too rapidly — assimilate their habits m 
this respect to those of their new neighbours This obviously is a 
matter about which wide generalization would be foolish But if it 
could be shown that there are people whose habits will never be other 
than conformable to the generalizations of the first edition of the 
Essay on Population, it is still clear, as argued above, that the regula- 
tion of theif movements is a matter for a world, rather than a local, 
authority Local authonties have much too strong a temptation to 
use this as a pretext lor local monopoly 
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It IS a significant comment on the degree to 
which the ideals of international liberalism have 
yet spread that, m the vast literature which has 
been devoted both to the economic functions of 
“the"’ state and to the problems of international 
government and international economic relations, 
scarcely any attention is devoted to this funda- 
mentally important subject In the literature of 
public finance, there is some discussion of problems 
of double taxation and the relationship between 
rates and taxes But of the positive functions of 
state and local government activity and expendi- 
ture there is hardly anythmg which, from the 
point of view of the international economist, is at 
all interesting or illuminating The theory of the 
functions of local government is discussed almost 
always in terms of the interests of the inhabitants 
of the locality, rather than m terms of the common 
mterest The theory of the functions of “ ” 

state IS discussed without any regard whatever to 
the relations between states and the general world 
mterest 

Fortunately there is one exception One of 
the mam preoccupations which dominated the 
work of Edwm Caiman was precisely this question 
of the way m which the activities of separate 
governmental authorities, operating within a 
larger community, could be so directed S.s to tend 
to the common mterest and, after much^eekmg, 
he arrived at what is certainly the most plausible 
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solution which has yet been put forward Un- 
fortunately, with characteristic modesty, he de- 
veloped his views in a context of such specialized 
application — the last chapter of a very techmcal 
work on the history of local rates in England — 
that it IS doubtful whether, even among pro- 
fessional economists, any but his own pupils have 
ever been really aware of them ^ 

Broadly speakmg, the prmciple is as fol- 
lows The different local authorities, whether 
“ national ” or “ local ”, should pursue such 
policies as, without restriction, should give the 
greatest value to the resources permanently fixed 
within their jurisdiction The rationale of this 
maxim is probably best seen by a short account 
of its genesis 

It IS clear, from its context, that Cannan was 
led to his solution by a consideration of the pro- 
blems of small local government authorities It is 
obvious that, so far as such authorities are con- 
cerned, it IS not legitimate to assume the absence 
of the possibility of migration into, or out of, the 
area But if this is so, he argued, then a policy 
chiefly directed to benefit the “ inhabitants ” by 
taxing resources which could not leave the neigh- 
bourhood was bound to lead to an arbitrary dis- 
tribution of population The inhabitants are 
merely the people who happen to find it worth 

' The history of his difiEerent attempts to discover a solution is 
recorded in the preface to his Econonuc Outlooi, pp 31 35 
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while to live m the neighbourhood for the time 
bemg. To tax the fix ed resources m the interests 
of such a body rather than in the interests of the 
world at large, would simply mean that immigra- 
tion would be encouraged without permanent 
benefit to the immigrants and that the rents of 
the fixed resources would be dissipated m ways 
which would defimtely encourage maldistribution 
of effort But if, instead of this, the local authority 
regarded itself chiefly as the custodian of the fixed 
resources withm its area, and if it did thmgs which 
tended to raise the value of those resources but 
which, because of techmcal difficulties of arrang- 
mg spontaneous co-operation, were not done or 
were done imperfectly by their owners, then it 
would be actmg m harmony with the general 
requirement of the hberal system that resources 
should so be used as to secure maximum value m 
price terms We have seen already that there are 
many services for which there is obvious need but 
for which, because of the difficulty of mdividual 
pricing or because of the difficulty of securmg 
spontaneous co-operation between the owners of 
different pieces of the earth’s surface, the system 
of private enterprise does not always make pro- 
vision. The provision of roads, trunk sewers, light- 
ing, water supply, parks, are obvious examples 
It was m the facihtatmg and the provision of 
such arrangements that Cannan conceived the 
most essential duty of local authorities to consist 
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But this principle, as he went on to urge, applies 
not merely to counties but to countries or, more 
accurately, to larger as to smaller area jurisdiction 
There are some functions of this sort, the provision 
of lighting for instance, which can perhaps best 
be arranged or supervised by the smallest local 
government authority There are others, such 
as the provision of arterial roads or the preserva- 
tion as parks of large stretches of countryside, 
which demand the activities of different national 
authorities or even groups of such authorities 
Others, the provision of water for mstance, prob- 
ably involve the jurisdiction of areas of inter- 
mediate size And the co-ordmation of such 
activities where they overlap agam involves a 
hierarchy of decentralized governmental bodies 
With changing technique the extent of the area 
most appropriate to initiate or to control such 
activities varies It is one of the permanent 
difficulties of national as of international govern- 
ment, while providmg for decentralized initiative, 
to mamtam adequate flexibibty of regional ad- 
mmistration Smce the private property system 
cannot fully operate here, some substitute for 
the mflryence of loss and bankruptcy has to be 
devised And this is not easy If it were only 
because of the magmtude of the problems which 
are thus ibvolved, it would be desirable that the 
governmental bodies which must necessarily 
deal with them should be reheved as far as 
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possible from other preoccupations But what- 
ever the difficulties of detail, the fundamental 
principle is clear The local authorities, whether 
national or municipal, should have the maxurmm 
freedom to develop, without restriction of trade, 
mvestment or migration, the value of the fixed 
resources which are best dealt with by their 
jurisdiction 

There are, however, other governmental func- 
tions which do not fall under this headmg, but 
which in fact would probably be discharged by 
local authorities The relief of destitution and 
some instruction of the young are functions which 
presumably would be discharged by public author- 
ity withm most liberal systems The relief of 
destitution, by definition, is not a function which 
can be evoked by the profit incentive and the 
incompatibility of contracts with mfants with 
the prmciples of personal liberty precludes 
exclusive reliance on the price and property 
mechanism m regard to education Because the 
price mechanism is inapplicable in these cases 
there are great difficulties in arrangmg prmciples 
of distribution which do not weaken mdividual 
mitiative and family responsibility But, m some 
form or other, they are functions which have to 
be discharged 

Now it should be very clear from' what has 
been said already that they are not functions 
which can be discharged by small local authorities 
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without grave danger For small local govern- 
ment authorities to be responsible for the dis- 
charge of such functions is to invite maldistribu- 
tion of population and admmistrative chaos 
Experience in Great Britam and in the United 
States shows the grave disadvantages in local, 
or even in state, relief of any kmd of destitution. 
Indeed we may lay it down as a general principle 
that, whereas when it is a matter of improving by 
governmental action the value of fixed resources 
(that IS, of supplementmg the prmciple of private 
property) the smaller the area of admmistration 
the better, when it is a matter of organizing what 
may be called communistic relief (that is, of sup- 
plementing the principle of family responsibility) 
the contrary prmciple applies The wider the area 
of administration, the more equitable the burden 
of taxation, the more economical the distribu- 
tion of resources 

Nevertheless wide administrative units have 
their limits Local habits and conditions difier 
widely in different parts, and long before the umt 
of admuustration and initiative had become co- 
termmous with the area of a world federation it 
would become impossibly unwieldy For good 
or for bad, it would be mevitable that a large 
measure of initiative should be left to authorities 
smaller thhn the federal power 

If this IS done, however, the danger we have 
already recogmzed arises Unless the different 
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authorities keep more or less in step, there is the 
possibility that their pohcies may give rise to 
undesirable movements both of capital and of 
labour — of capital to escape taxation, of labour 
to receive benefits This danger is inevitable 
And it IS not overcome completely by larger umts 
of admmistration But, in a system whose con- 
stitution involved the fundamental rights of free- 
dom of movement and investment, it is probable 
that the danger would itself be a safeguard So 
long as migration and investment were free, and 
were kept free by the fundamental constitution, 
it IS not likely that the authorities of the difierent 
areas would break step for long without experien- 
cmg considerable difficulty The big problems of 
migration and the social services have arisen m 
the past, not because of the existence of social 
services as such, but because under the pohtical 
constitution, under independent state or mum- 
cipal authority, these serAuces were permitted to 
carry with them laws of settlement, limitations 
of migration and mvestment If freedom to 
migrate and freedom to mvest are preserved, the 
danger of maldistribution of resources from the 
existence of decentrahzed admmistratiqn of com- 
munistic governmental functions, although it still 
exists, IS greatly diminished 

This suggests one further pomt which it is 
perhaps useful to mention exphcitly „It is the 
burden of the preceding analysis that, m a hberal 
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system, the provision of all those thmgs which 
can be provided by private enterprise should be 
left to private enterprise Governmental bodies, 
whatever their size, have qmte enough to do 
without competing with private business Never- 
theless, it would be ill-advised to make it a 
fundamental feature of any world constitution 
that governments should never embark on this 
kind of business The arguments may be all 
agamst their actually doing so But it is not in- 
conceivable that m some cases it might be desir- 
able The important thing is, not that govern- 
ments should never engage m busmess, but that, 
if they do, they should not be empowered to 
prevent private enterprise from competmg with 
them, and that they should be subject to the 
same rules of fair competition as the others 
What IS essential is, not that there should be no 
government enterprtse, but that there should be 
no government monopoly If government enter- 
prise can satisfy demand better than private enter- 
prise according to the test of a market which is 
not rigged by governmental regulations or sub- 
sidies in favour of itself, the liberal utilitarian 
criterion is satisfied It is clear that this is a 
condition which has seldom, if ever, yet been 
realized ^ 

^ How many Bntish socialists, for instance, would be willing to 
make the experiment of nationabzing, not all the mmes m the country, 
but one or two suitably chosen mines, and operating them without 
subsidy in competition with the others T This is really an acid test 
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7 We have now sketched the outlines of the 
chief principles of international liberal planning 
There must be security There must be a legal 
framework appropriate to the effective workmg 
of the system of markets and private property 
In various ways, some of which we have en- 
deavoured to mdicate, government machinery 
must provide supplements to the principles of 
private property and family responsibility The 
citizens, as consumers, distribute their mcomes 
between the different commodities accordmg to 
their private preferences for themselves or for 
others As producers, they sell their services and 
the use of their property m ways which they hope 
will brmg the highest return compatible with 
their desire for security and private amenity 
They are thus led, by the artificial institution of 
the market, into hues of production which serve 
their preferences as consumers 

Before concluding it will be mstructive to take 
one more general survey and, assuming such a 
plan to be put into operation and assuming a will 
to maintam its essential features, to ask how it 
might be expected actually to work We defer, 
until the concludmg chapter, consideratipn of the 
political obstacles which at present prevent its 
establishment 


whether the intention of nationahzation is monopolistic gam or 
technical efiSoiency There is no reason to suppose that the techni 
cal optimum m this industry is very large 
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If the argument of this chapter is correct, it 
would appear that the plan would be free from 
large internal contradictions It would not sufier 
from those great difficulties of principle from 
which the other plans we have exammed have 
all appeared to suffer Under liberalism the 
machinery works one way It is not attempted 
to do one thing with one part and something 
logically incompatible with that with another 
Moreover, it has the advantage that it can be 
achieved by stages The socialist plan is all or 
nothmg , for, as we have seen, national socialism 
leads not towards but away from international 
socialism But if the world will not accept com- 
plete international liberalism all at once, it still 
remains true that the more liberalism it intro- 
duces into its arrangements the greater will be 
the resulting gain of wealth and stability A smgle 
country or group of countries can pursue many 
of the aims of international liberalism m a world 
given over otherwise to mterventiomsm and 
central planning and enjoy some at least of its 
benefits 

But it IS important to make elear the limita- 
tions of ^uch a system The analysis of earlier 
chapters should have shown that many current 
criticisms are based on misapprehension It is 
not planl^s It is not chaotic It is not respons- 
ible for international political frictions But we 
only weaken the strong case which can be made 
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out for it as the most practicable scheme which 
has yet been devised for a necessarily imperfect 
society if we do not explicitly recognize the 
respects in which it is open to criticism 

It should be recognized, m the first place, that 
the disposition of resources actually achieved, 
even under the most favourable conditions con- 
ceivable, will not be mmutely optimal as in the 
abstractions of mathematical economics At any 
moment, if only because of the continual develop- 
ment of new wants and new techniques, some 
producers will be found in a quasi-monopolistic 
position It IS wrong to claim, for a liberal 
system, contmuous achievement of the perfect 
competitive equilibrium of pure theory Indeed 
it IS probable that some of the current stric- 
tures on such a system arise from excessive 
preoccupation with these abstractions, to the 
neglect of investigation of the way in which 
mstitutions which limit competition will actually 
work in practice What can be claimed for the 
system in this respect is not that it eliminates all 
those indivisibilities of factor combmation and 
imperfections of the market which give rise to 
quasi-monopolistic positions, but rathe:^ that, if 
there is no statutory support for restrictive prac- 
tices, and if the law is properly framed, any 
attempt to exploit these positions, outside very 
narrow margins, will be frustrated by npw com- 
petition The wider the market and the freer the 
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range of choice, the smaller will these imperfec- 
tions be 

In the second place, it should be recognized 
that the system would not be free from error 
Production takes place m anticipation of demand 
The extent to which demand is actually satisfied 
depends upon the extent to which the anticipa- 
tions of the producers have been correct It is 
not claimed that isolated producers would not 
make mistakes No system is superior to the 
people who work it It is claimed only that if 
they do make mistakes, then the market imposes 
penalties which compel a revision of their plans 
It IS an essential feature of the liberal system 
that the leaders of industry are not rescued from 
the consequences of their own error The govern- 
mental bodies have their own work to do It 
IS no part of this work to frustrate the guiding 
pressures of the market 

Nor IS it to be claimed that collective error 
would be impossible The false anticipations of 
particular producers may be contagious and may 
lead to more extensive mistakes It is absurd to 
regard the catastrophic fluctuations of the post- 
war worjd, cluttered up with mterventionism and 
international monetary mstability, as a model of 
the probable dynamics of a system of economic 
freedom • It is a model only of the mternal con- 
tradictiqns of a system which heightens risks, 
diihmishes adaptabihty and paralyses the market 
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without providing an efficient substitute ^ Never- 
theless it would not be reasonable to claim im- 
munity from general fluctuations for a system 
freed from these elements But it would be reason- 
able to claim that the more extensive fluctuations 
would seem to be due to, or at least conditioned 
by, monetary influences which it should not be 
impossible to dimimsh We do not yet know all 
about these matters But it has yet to be shown 
that, within the general system of the market, it 
IS not possible to develop institutions which pro- 
duce a more beneficial damping effect than any- 
thing possible outside it * And it may be claimed, 
too, that, given the stabilizing influence of a sound 
monetary system, the movement of relative prices 
and costs provides correctives to such errors more 
effective than otherwise seem practicable 

Fmally, we must recognize that even if these 
workmg frictions were abolished, the system would 
involve some inequality of income 

> In my Great Depression I have developed this thesis at length , 
see especially chap iv “ The Causes of Deflation ” 

* I hope that such a degree of generality at this point will not bo 
thought to be disingenuous As readers of my Great Depression will 
know, I am rather sceptical of the merits of certain current proposals 
for stabilization of price levels, although I do not exclude the possibihty 
of many improvements in our present arrangements But both the 
proposals I reject and the proposals I would urge fall within the 
framework of an essentially liberal society Since at this pomt I 
do not wish to diverge into all the arcana of current monetary 
controversy, I have intentionally used here a form o^ words which 
I think would be acceptable to the majority on either side of this 
discussion In Chapter X below, however, I discuss some of 
the international aspects of what I regard as a sound monetary 
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In a liberal society, the organization of pro- 
duction IS controlled by expenditure in the market 
The market produces what the consumers choose, 
bidding for goods according to their mcomes 
Now for the liberal utilitarian, it is no objection 
to such a system that the choices which are thus 
satisfied are not necessarily “ good ” choices, that 
the goods which are produced are very often, 
from his point of view, detestable and vulgar 
The liberal does not claim that the satisfactions 
which result from spontaneous choice are neces- 
sarily “ good ” satisfactions , he claims only that 
it IS possible that they may be Whereas, he 
would urge, satisfactions which are chosen for, 
and imposed upon, adult men and women can- 
not fall into that category He would argue that, 
if we object to the preferences of our fellow 
citizens, we should try to persuade them to choose 
otherwise, not deprive them of the right of choice 
It IS, however, a more solid objection that the 
mcomes out of which demand is made are unequal 
That demand is free is not an objection for the 
liberal But that it is unequal he must regard 
as a much more solid objection He knows that 
there is^no probability that the distribution of 
income will be necessarily proportionate to need 
To this extent he must regard the end product of 
the market process as imperfect 

But it is important here to be clear as to what 
kind of inequality of income is involved Much 
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inequality of income is due to monopolistic restric- 
tion Indeed a strong case can be made out for 
the view that statistically this is much the most 
important In an mtemational redistribution on 
equalitarian lines it would be the high incomes 
of the average worker of western democracies, 
not high property incomes, which would provide 
the greater part available for redistribution , and 
as we have seen, some, at any rate, of the differ- 
ence between wages in different places is due to 
limitations on migration In so far as monopolistic 
privileges are destroyed, this type of mequahty 
would tend to disappear The establishment of 
competitive conditions on an international scale 
would release vast equalizmg tendencies It is 
possible, too, to think of tax systems not incom- 
patible with the fundamental liberal prmciple, 
which would dimmish mequahty of property 
holdmgs ^ And, as we have seen, these govem- 

* To avoid misunderstanding, I ought perhaps to be explicit con- 
cerning the attitude to the institution of inheritance implied in this 
position 

I do not regard inheritance as any more “ natural ” than property 
It must be justified, if at all, by appeal not to natural rights but to 
social utility But I do not believe that it is desirable to abolish it 
The wealth of society dejiends in part on the volume of accumulation 
If all forms of inheritance were abolished, either the property would 
have to be held and maintained by the state, which, for reasons which 
I Hop© h,av0 b©Gn mad© clear above, I do not tlimk would Iw desirable , 
or the total volume of accumulation would bo limited to the savings 
of one generation, which would certainly not be enough to redeem the 
present population of the world from gross poverty ^ 

This view, however, does not prevent me from believing that it 
IS possible to modify gross mequahty by taxation and I see no 
reason why this should necessarily lead to an important dihunution of 
the volume of saving I do not believe in the celebrated Rignano 
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mental functions which supplement the mstitu- 
tion of the family may be conceived to go far 
to mitigate inequality of opportunity for personal 
talent Nevertheless it is important to reahze 
that, when all this is done, the determmation of 
mcome by market value- of services and the hire 
of private property does make some mequality 
inevitable So long as the system is m a state of 
change and so long as different people possess 
different amounts of property, so long will the 
determmation of incomes on this prmciple m- 
volve some mequahty of power to demand 
Now this IS certainly regrettable If we could 
plan a system which would work as well as the 
system of free markets and private enterprise and 
would yet preserve more equality of income, it 
would be profoundly to be welcomed But we 
have found no substitute for these institutions 
And, if there is no substitute, then if we prefer 

scheme, since that would either limit accumulation to the savings of 
two or three generations or result in progressive socialization But I 
should be in favour of inheritance taxes, graduated not on the size of 
the estate left but on the size of the inheritance received This would 
encourage the division of large estates But it would not lead to 
their dissipation , and it would be free from the disadvantages of the 
pnnciple of the legihm, which has the effect of encouraging small 
famihes Modem liberals have been so fascmated by the Bignano 
scheme, whilh is definitely sociahstic in intention, that they have 
tended to overlook this obvious development of the legacy duties, 
which IS much more in harmony with the principles they profess to 
follow True liberals should want more property all round, not less 
There is no doubt that, although more costly to collect than the 
present estate duties, this type of taxation would be admmistratively 
possible (See Appendix XXVII to the Report of the Colwyri Com- 
mtttee on National Debt and TaaxUton ) 
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wealth to poverty and international order to 
nationahstic chaos, we must accept this by-pro- 
duct of the market system as the necessary cost 
of these benefits If the maintenance of efficient 
production depends upon the existence of the 
system of free enterprise, it is not correct to argue 
as if the incomes from property are obtained at 
the expense of incomes from other sources — as is 
indeed the case with the gams of monopolistic 
restriction In a truly competitive system the 
incomes which arise from property ownership are 
not deductions from other incomes they are 
additional to them If private property were 
abolished, then the other incomes would be lower 
The toleration of inequality is surely a small price 
to pay for the reduction of poverty 

But this is not all If our argument is correct 
the free market and private property are con- 
ducive to the most efficient utilization of material 
resources But they are conducive, too, to the 
preservation of liberty and culture In the mul- 
tiplicity of buyers and sellers there is security 
against the excesses of tied personal relationships 
There is no guarantee of personal independence 
so secure as the mstitution of private property 
Here, too, it is important not to claim too 
much The market is not always free The in- 
stitution of property may be the objebt of false 
valuations The liMerateurs of a sterile ^ge have 
made us very famihar with the misfortunes of 
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unpropertied men who fall out with bad em- 
ployers and they have not forborne to expatiate 
on the petty vulgarities of the rentier But they 
have not devoted such mmute attention to the 
unpleasant possibihties of other forms of society 
Yet before we condemn one set of institutions, 
we should surely enquire concerning the alterna- 
tives Under capitalism, despite occasional in- 
justice, he who quarrels with his employer may 
hope to get on with another And, for all the 
pettiness which may sometimes be bred by 
property or by the spectacle of property, it is 
incontestable that the self-same institution en- 
ables the individual to withstand the pressure of 
the powerful and, in defiance of popular con- 
demnation, to create new values for humamty ^ 
It IS not clear that there would be this degree 
of liberty elsewhere In the centrally planned 
society there is one employer and no property 
It IS not contended that there would be no 
spiritual values in such a state of society Even 

' Perhaps one example is permissible If the painter Cezanne 
had not been a man of property, his pictures would never have been 
painted No one who has the slightest acquaintance with the history 
of nineteenth century art m France can believe that any official 
academy, however enlightened, would have admitted his claims to be 
an official aAist Even Manet thought he was a fool Yet this is a 
man of whom it can be said without exaggeration that he gave new 
eyes to our generation, a master before whose works we have to think of 
the greatest n^sterpieces of Bembrandt and Giotto to evoke a parallel 
profundity of emotion It is an odd thmg, probably only to be 
explained on psychopathological grounds, that the lesser artists and 
poets of our 'Hay should have dallied so often with collectivist dreams 
There is no Bohemia m the collectivist state 
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the regime of the Aztecs was marked by some 
aesthetic achievement But we may legitimately 
ask how much of what we regard as most precious 
m the cultural inheritance of the West would 
have survived the pressures of societies m which 
there was no private property and no free market 
It IS to be feared, very little 

We should not claim for liberalism that the 
world it could produce would be perfect The 
poets and the thmkers of hberalism, the inheritors 
of the great classical tradition of Europe, have not 
shown much tendency to entertain such vain 
hopes But we may claim that, with all its defici- 
encies, it would still provide a safeguard for 
happiness and spontaneity more efficient than 
any other which has yet been suggested 



CHAPTER X 


INTERNATIONAL MONEY 

1 It has not been the intention of the preceding 
argument to discuss in any detail particular 
features of the international liberal plan The 
aim throughout has been to depict the plan as a 
whole, to outline the mam principles m their 
proper perspective 

There is one subject, however, which it is 
desirable to discuss more fully, the question of the 
status of money Ought money to be a “ national ’ ’ 
or a “ federal ” function * Should there be differ- 
ent independent national currencies or should the 
monetary system of the world be unified ^ These 
are questions which bring us back from the high 
abstractions of the last two chapters to matters 
much nearer to those developments of contem- 
porary pqlicy from which our analysis started 

In the last two chapters we have been discuss- 
ing changes which, even if it were decided that 
they were* desirable, could not be fully realized 
m the lifetime of men now hvmg But m the 
question of national or mternational money we 
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stand at this moment on the brink of important 
decisions The mneteenth century went far to 
evolve an international money In the twentieth 
century we have gone far to destroy it To dis- 
cover whether, from the rums of the international 
system of the past, we should attempt some recon- 
struction, or whether we should go forward with 
the monetary nationalism of recent years, is a 
matter of the utmost practical importance It 
IS to the discussion of this question that the present 
chapter is devoted ^ 

2 It will help to clear our ideas for the mam 
investigation if we commence by tracing, m rather 
more detail than was attempted in Chapter II, 
the fundamental causes which give rise to the 
so-called international monetary problem 

If we were to ask an intelligent layman the 
fundamental cause of the breakdown of the inter- 
national gold standard, he would probably reply 
that it was the difficulty of monetary transfer 
The different centres which abandoned gold could 
not obtain, at rates near the gold parity, sufficient 
foreign exchange to meet the necessities of trans- 

1 This chapter is devoted to the discussion of matters which, 
because they deal with money and income, may seem rather more 
technical than the subject of other chapters Readers who experi- 
ence difficulty at this point may pass to the next chapter, where the 
discussion once more becomes general But it has been attempted to 
keep the present discussion as free as possible from extreme tech- 
nicahty, and it is hoped that even the complete layman will not find 
the general drift of the argument very difficult to follow 
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fer They were, therefore, obliged either to resort 
to exchange control and planned trade, or to 
allow the rate of exchange to find another more 
possible level 

Now, we may leave undiscussed the question 
whether this description really applies m detail 
to the actual circumstances of successive crises in 
the different financial centres We will not in- 
vestigate whether, for instance, the United States 
of America was so destitute of gold at the time 
that the gold standard was abandoned that a 
really acute transfer crisis was actually in sight 
Nor will we argue here the question whether 
there were not available alternative measures 
which might have eliminated the transfer diffi- 
culties ^ From our point of view the answer is 
unsatisfactory, not for historical but for analyti- 
cal reasons As a description of what actually 
happened, or may happen, m a week of crisis it 
may or may not be accurate But it does not 
go deep enough It does not tell us why it is 
that transfer difficulties in this form should ever 
come to exist It does not tell us why the busi- 
ness of setthng payments between different places 
in different national areas should be associated 
with such difficulties 

T his insistence on a more fundamental explana- 
tion may appear to be imcalled for We are so 

* I have olitlined an analysis of these problems in chaps v and vi 
of my Great Depression 
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used to apprehensions concerning the balance of 
trade between different countries that to ask why 
they should exist may appear to be questionmg 
the obvious But a little reflection should show 
that this is not so If by an effort of imagination 
we can discard our nationalistic blinkers, it is 
clear enough that there does exist a problem 
There is nothmg in political boundaries as such 
— as distmct from the policies pursued within 
them — ^which would justify us in taking it for 
granted that purchases across the boundaries of 
a sovereign state have a significance fundament- 
ally different from purchases across the boundary 
of a local government area We know that the 
prosperity of different counties m the same country 
often varies as widely as the prosperity of differ- 
ent countries in different parts of the world Yet 
when South Wales is depressed there is no “ pro- 
blem ” of monetary transfer to London When 
Austraha is depressed there is There is surely a 
puzzle here which lies deeper than the gossip 
of the exchange market Why do we have stabihty 
and an absence of friction m the one case, m- 
stability and difficulty m the other ? 

It IS certainly not because of differences in the 
mobihty of labour The classical economists dis- 
tinguished international from domestic trade on 
the ground that withm national polii/ical areas 
labour was free to move from one mdustry to 
another, whereas between them it was not T his 
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may or may not have been sensible for their 
particular purposes ^ But it has no relevance to 
the problem of monetary transfer Labour may 
be more mobile between London and South Wales 
than between London and Sydney But it is not 
so mobile as to equahze out any dilierences of 
prosperity within the period m which monetary 
transfer has to be made Yet there has been no 
“ breakdown ” of the exchanges with South Wales 
and there has been with Australia 

It IS often suggested that the difEerence is due 
to tariffs Countries are surrounded by tariffs 
Counties are not At first sight this is more 
plausible Tariffs do render more difiicult the 
business of exchange If they are suddenly raised, 
they necessitate readjustments of prices and in- 
comes which, in countries with mdependent bank- 
ing systems, may be very hard to bring about 
But this does not really go to the root of the 
matter It is impossible to believe that the 
existence of tariffs as such is the condition for 
the existence of a transfer “ problem ” So long 
as the present internal banking structure per- 
sisted, it does not seem as if the erection of 
even high local octrou against the produce of 

1 In fact this assumption enabled the classical economists to 
construct a theory of value in a regime of non competing groups, 
which had more generality than their mam theory It is clear that 
the identification of national areas with the concept of non competing 
groups did not add to the analytical sigmficance of the theory thus 
elaborated And it is doubtful whether empirically the identification 
was justified. 
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South Wales would create inter-local monetary 
difficulties — any more than the raising of local 
costs of transport The depression in South 
Wales and elsewhere (save in coalfields now 
protected against Welsh competition) would be 
greater That is all 

Nor can we accept the view that it is the exist- 
ence of different kinds of money which is, m itself, 
responsible for the difficulty Where monies of 
difierent denomination exist, either side by side 
m the same area, or separately in different areas, 
undoubtedly there arises the necessity for money- 
changing arrangements But this is not neces- 
sarily a very important complication It is a 
nuisance rather than a “ problem ” If the media 
of exchange m the different countries are com- 
posed of the same metal and if they are minted 
on demand and freely meltable and exportable, 
the fact that they are of different weights and 
fineness is a minor accident, incapable of giving 
rise to serious difficulties If owing to changes in 
demand or supply the stream of purchases in 
one direction is greater than in the other, then 
there is simply a geographical redistribution of the 
precious metal of which the money is composed 
The different coins or bars contmue to' exchange 
at rates determined by their respective weights 
and technical qualities 

If none of these theories is correct, it seems as 
if the only possible explanation of differences 
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between local and national transfer must be the 
existence of difierences of banking structure in 
different national areas And in a sense this is 
true The fact that, under twentieth-century 
conditions, within a common political area, there 
exists a single reserve banking structure, whereas 
between areas there are no reserves in common, 
does complicate the business of transfer con- 
siderably Transfer from one branch to another 
of a single bank involves an automatic offsetting 
of equal amounts of spending power Transfer 
from one bank to another in a smgle reserve 
system is likely, though not certain, to have the 
same effect But transfer from one reserve system 
to another may be accompanied by either net 
additions to or subtractions from the total 
volume of credit outstanding 

So much 18 frequently realized And when 
it has been reahzed, the defenders of the view 
that there is something “ natural ”, somethmg 
economically inevitable, m the difference between 
national and local transfer are apt to imagine 
that they have proved their point In spite 
of the sophistications of shallow critics, such 
as David Hume, with his unhelpful sneers 
about the Heptarchy,^ a reaUy subtle economic 

1 “ Did not^ong experience make people easy on this head, what 
a fund of gloomy reflections might calculations afford to a melancholy 
Yobkshibbman, while he computed and magnifled the sums drawn to 
London by taies, absentees, commodities, and found on comparison the 
opposite articles so much inferior ? And, no doubt, had the Heptarchy 
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analysis has vindicated the view that there is 
something different between counties and coun- 
tries after all ' 

But really this is still all very superficial If 
we did not know how deep-rooted are the national- 
istic prepossessions of even the best of us, it 
would be almost unbehevable that any economist 
would be content to stop at this pomt It is very 
well known that techniques are available whereby 
transfer between different reserve systems can 
be harmoniously adjusted The position between 
reserve systems in different countries need not 
differ conspicuously from the position between 
different branch bankmg systems m the same 
country The transfer “ problem ” only arises 
where the efficient workmg of such techniques 
is frustrated by other influences 

Now it IS just here that the political division 
of the world into different sovereign states, each 
claimmg the right to regulate the local currency 
and bankmg arrangements, is all-important If 
the world had been umted into one federal state, 
no doubt there would have stiU remamed banking 
problems of great importance But it is fairly 
safe to say that the “ problem ” of transfer and 

subsisted in Ehqland the legislature of each state had been con- 
tinually alarmed by the fear of a wrong balance and as it is probable 
that the mutual hatred of these states would have been extremely 
violent on account of their close neighbourhood, they would have 
loaded and oppressed all commerce, by a jealous and superfluous 
caution ” (Essays Moral, Poltttcal and LUerary (ed Gredn and Grose), 
vol 1 p 336) 
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interlocal equilibrium m tbe form in wbicb we 
know it would not be one of them 

This political factor has operated m a number 
of ways In the first place, smce banks in different 
states are subject to different laws, it has at once 
limited the spread of bankmg institutions which 
transcend frontiers and it has fostered the growth 
of national reserve systems Whether the ideal 
bankmg structure is composed of many mde- 
pendent reserve banks or of one central reserve 
system, it is surely obvious that, if it had not 
been for the political factor, the existmg organ- 
ization of banking would have been radically 
different There would have been a much 
greater spread of branch bankmg across the state 
frontiers Whatever the arrangements for last- 
resort lending, there would certainly not have 
been a reserve bank m every area claimmg 
political sovereignty The business of mter- 
national clearmg would be organized on Imes 
which made political frontiers irrelevant 

But this IS not all The pohtical factor acts 
positively as well as negatively When the area 
of the local reserve system runs parallel with the 
area of political sovereignty, there is great danger 
that, when stram arises, the authorities of the 
system will be prevented from taking the action 
which IS necessary if equilibrium is to be pre- 
served .They can be prevented from aUowmg 
local credit to contract or — ^what m a progressive 
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society IS more probable — ^from restraining it from 
expanding as rapidly as elsewhere The area of 
straw will he coterrmnous wtih the area of adrrnms- 
trahve discretion And the probability is that this 
discretion will be exercised 

We can see this perhaps most vividly if we 
revert to our Welsh example Fortunately for 
the stability of economic life withm the Umted 
Kingdom, South Wales is part of a umfied area 
When therefore the state of the balance of trade 
between South Wales and the rest of the country 
implies a diminution of spending power in 
South Wales, the process is quite automatic 
Deposits in South Wales run down Deposits 
elsewhere increase In existmg conditions, this 
takes place whether the banks in South Wales 
are branches of the larger system or not There 
may be bankruptcies in South Wales If there 
were local banks, some of them might go under 
But the people would go on settlmg their business 
in pounds sterling If there were a real “ short- 
age ” of pounds it would pay other banks to make 
the necessary arrangements Of a permanent 
transfer difficulty, or a permanent difference be- 
tween the value of a pound m South Wales and 
elsewhere, there would be no question 

But consider what would almost certainly have 
been the case if South Wales had bedn an inde- 
pendent sovereign state with a separate central 
bank under the control of the government treasury 
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As conditions in South Wales worsened, we should 
have begun to hear of strain on the Welsh ex- 
changes The central bank would almost certainly 
have been prevented from takmg the measures 
necessary to keep its reserve mtact and the ex- 
change m step with London The shrewder and 
more far-sighted mhabitants of South Wales would 
guess that a break was hkely and, wishing to save 
their capital, would withdraw money to hoard it 
or to keep it in London They would be denounced 
as lacking in feelmg for the land of their fathers 
But the dram would continue There would be 
a crisis in which the gold standard would be 
suspended, after which there would supervene a 
period of rigid exchange control (and consequent 
worsemng of conditions generally), export sub- 
sidies to Welsh coal, etc , or fluctuating Welsh ex- 
changes Hordes of “ experts ” would travel down 
to Cardiff to diagnose the cause of the disaster 
and write books about it They would attribute 
it to every possible circumstance save the one 
obviously responsible the inability of a bankmg 
system subject to political pressure to take steps 
to keep m equilibrium 

In the last analysis, therefore, it is the political 
factor wliich gives rise to the economic problem 
of international monetary transfer If historical 
accident teid not created independent sovereign 
states, wi^h independent claims to control the umt 
in which debts are settled and the pohcy of local 
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banks, no sucb “ problem ” would bave arisen 
In a world state with a world money, there might 
be severe financial difficulties m particular areas 
Local banks might over-lend and go bankrupt 
Local producers might suffer such a curtailment 
of demand for then products that they were 
unable to pay then debts to creditors in other 
parts of the world But there would be no aban- 
donment of the international standard, no break- 
up of the international monetary unity The 
thmg simply could not happen if it were not for 
the intervention of independent sovereign states 

3 But IS this good or bad « Is it conducive 
to the most effective territorial division of labour 
that local governments should possess this power 
of initiative ? It is doubtful whether any advo- 
cate of the regime of monetary nationalism has 
ever gone so far as to claim that it is better that 
the world should be thus divided, that if mde- 
pendent sovereignty did not exist, then in the 
interest of monetary policy it would be desirable 
to invent it But arguments are frequently used 
which do definitely imply as much We must not 
take it for granted that the existence of monetary 
arrangements, which vary according to* the area 
of sovereignty and which mvolve differences be- 
tween international and mterlocal transfer, will 
necessarily be regarded as undesirable. At the 
present day the pohcy of mternational money 
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and fixed exchanges has many powerful opponents 
Before we enquire further mto the way m which 
national systems are likely to work in practice, 
it IS desirable to examme their objections 

It IS probably the most frequent objection to a 
regime of mternational money that, in changing 
conditions, it involves changes in the relative 
quantities of money available m different parts 
of the system If the demand for the products of, 
say, the Argentine falls off and the demand for the 
products of Australia mcreases, then there will be 
a relative decrease in the quantity of money in 
the Argentine and a relative increase m the 
quantity of money in Australia Unless this 
happens, then sooner or later, if the change in 
demand is permanent, transfer difficulties will 
arise But this is abhorrent to the exponents of 
monetary nationahsm “ Never,” they say with 
indignation, “never should the maintenance of 
international eqmhbrium be permitted to inflict 
deflation on the local economy Never should 
we sacrifice our mdustries to this fetish of gold 
panties ” 

All this sounds very impressive But if we 
look into it a httle its plausibility seems to 
dimmish* “ Never, when we make more pay- 
ments to our creditors than our creditors make 
to us, must our balances be allowed to dimmish ” 
This IS the same proposition couched in less ques- 
tion-beggmg terms To use the term deflation, 
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not only to describe net contraction in the sys- 
tem as a whole, but also to describe these shifts 
of purchasing power withm the system, is to con- 
fuse the issue in a manner which can only have 
propagandist ] ustification Deflation m the system 
as a whole is a senseless thing It is an actively 
disequilibratmg tendency It is most improbable 
that any reputable economist would be found 
to give it active support But a contraction of 
money incomes in some lines of production, reflect- 
mg a change of demand for the factors of produc- 
tion there, m favour of factors of production 
elsewhere for whose products demand has ex- 
panded, IS not disequihbratmg So far from 
being diseqmlibratmg, it is a change which 
may be absolutely necessary if equilibrium is to 
be preserved Very often, if the money supply 
as a whole is increasing and the change of de- 
mand is not great, an absolute contraction of 
money incomes is not necessary It is only neces- 
sary that money mcomes elsewhere should in- 
crease more rapidly But to demand that this 
should always be the case, to demand that the 
money supply should increase so rapidly that 
money mcomes never anywhere needed adjust- 
ment downwards, would be to demand fairly 
rapid inflation in the system as a whole Unless 
the mobility of factors of productioA were to 
become equal to the mobihty of demand — which 
m the case of land and fixed capital is impossible 
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and m the case of labour highly improbable — 
some money mcomes must sometimes be adjusted 
in a downward direction But to use the term 
deflation, with all its associations of general dis- 
equilibrium, to describe these necessary shifts, is 
either to misunderstand or deliberately to mis- 
represent the nature of the process involved 
When the demand for cotton piece goods dimin- 
ishes and the demand for silk increases, it is not 
really very helpful to speak of deflation in the 
cotton industry and inflation in the silk in- 
dustry 

Of course, it is quite possible that a shift of 
demand from the products of local industry may 
brmg about changes m relative preferences for 
liquid balances and other assets, which may 
involve, for the time being, a downward fluctua- 
tion of incomes which is more than that involved 
by the original shift of demand But, even so, 
before we decide that deflation has taken place, or 
IS likely to take place, in the system as a whole, 
we must look to what is happening in those other 
parts of the system to which demand is trans- 
ferred It IS possible that there may be net defla- 
tion But it IS equally possible that there may 
be net inflation Much depends on the general 
state of trade But m any case, if such disequih- 
bratmg tendencies do arise, it is surely reason- 
able to demand that they should be dealt with 
internationally — ^not that the monetary unity of 
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the world should be violently disrupted or per- 
manently destroyed We never dream of dealing 
with such difficulties by exchange fluctuations 
when they do not coincide with areas of political 
independence We should not proceed to cut 
loose the Lancashire exchanges if the demand for 
cotton were to dimmish 

But now we must take account of a more 
formidable argument The more consistent advo- 
cates of monetary nationalism would not deny 
the necessity of changes in relative incomes m 
different industries and different places if there 
are relative changes of demand for the products 
of local factors of production But in the modern 
world, they urge, these adjustments are not 
allowed to take place Money incomes, especi- 
ally money wages, are rigid, and if there is an 
adverse shift of demand for the products of a 
national area, or if, for some other reason, change 
IS necessary, the impact of the change exhausts 
itself in producing unemployment and further 
depression It is to circumvent this, they argue, 
that independent national monies are necessary 
If the currencies m different areas are not Imked 
by being based on a common metal, then, as 
demand shifts, the rate of exchange will*fluctuate 
and so brmg about the necessary changes m rela- 
tive real incomes vm changes m relative prices 
rather than vm changes m money mcorpes The 
fluctuating exchange and the independent national 
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currency are devices for getting round the rigidity 
of money mcomes 

Now there can be no doubt that the rigidity 
of money incomes is a great obstacle to the 
smooth workmg of the forces of the market It 
IS one of the great problems of our time In part 
it IS due to the existence of various governmental 
policies which are anti-hberal in character — ^the 
limitation of movement, the granting of special 
privileges to trade unions, forms of unemploy- 
ment relief which are admmistered without regard 
to their effect on the market Yet even under 
purely liberal institutions a downward adjust- 
ment of wages would be a slower and more diffi- 
cult process than a fluctuation of the exchange 
In any case, it would be an advantage if the same 
result could be achieved in an easier way 

But it IS really very naive to suppose that this 
is likely to happen From the humanitarian pomt 
of view, it seems very attractive to substitute the 
automatic fluctuations of the exchange market 
for the tedious adjustments of the market for 
personal services And, no doubt, once or twice 
m a century, m tune of great crisis, it may be 
possible to do it But to assume that it can 
become tiie normal means of adjustmg real wages 
IS to assume that the wage-earners are completely 
devoid of* powers of observation and — ^what is 
even more difficult to beheve, to judge by then 
present behaviour — ^that the experts and the poll- 
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ticians who plan these beneficent little tricks are 
completely silent in pubhc about their intentions, 
both before and after the event And this is really 
a most absurd assumption Sooner or later the 
wage-earners, or their representatives, will per- 
ceive what IS happemng and will demand m- 
creased money wages to offset the rise in import 
prices If they will not accept the view that 
changes in the value of their product necessitate 
changes in the remuneration of their services in 
money terms, it is futile to suppose that they will 
be so blind as to accept without struggle the view 
that they involve changes in their real incomes 
The belief that wage-earners are concerned only 
with money incomes may afford a pretext for 
a. Trmsin g theoretical fantasy But — ^fortunately or 
unfortunately — it does not happen to be correct 
After recent events in France, it does not even 
seem plausible 

But let us assume, for the purposes of argu- 
ment, that it IS Let us assume that, so far as 
the wage-earners are concerned, the mechanism 
works as planned No attempt is made to evade 
the effects on real incomes of the fluctuation of 
the external value of the national money Even 
so, it IS a complete and a pathetic delusion to 
suppose that in every other respect the system 
would work as if there were a common money 

It would not be the same as regards day-to- 
day trade The risk would be very much greater 



OH X INTERNATIONAL MONEY 287 

Even where there existed a satisfactory market in 
forward exchange, there would still be a risk to 
be paid for that would be absent under a common 
currency And, as recent experience has demon- 
strated, there are severe limits to what may be 
expected of a market in forward exchange 

It would not be the same as regards investment 
Even under the most favourable circumstances 
the volume of international investment must 
shrink, if there are fluctuations m the relative 
value of the money in which revenue is earned 
and the money in which interest or dividends are 
paid Even such comparatively small fluctua- 
tions as the fluctuations of the silver exchanges 
have restricted international investment The 
fluctuations in a world of independent national 
monies would restrict it still more 

But all this IS still to assume that the mechan- 
ism works as postulated It is to assume that, 
in a world of independent currencies, the fluctua- 
tions of the free exchanges will have an eqmli- 
brating tendency It is ]ust this assumption 
which it is necessary to challenge directly For 
there is no reason to beheve that it is in any 
way justifled On the contrary both theory and 
exponent suggest that, in a world in which ex- 
change diseqmhbrium has become general, the 
fluctuations of the exchanges have an actively 
disequilibratmg tendency So far from brin gin g 
about a state of affairs in which eqmhbrium is 
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reached more quickly than under a common inter- 
national money, they brmg about a state of 
affairs in which there is no reason to suppose that 
equilibrium wiU arrive at all Even assuming 
that they do not give rise to a multitude of trade 
restrictions and controls of financial transactions 
— and of course it is notorious that this is perhaps 
their most conspicuous influence — ^they tend to 
cause deflation m some price structures, inflation 
m others and such a general upset of the liquidity 
preferences of the public m general, that, while 
they persist, there is cumulative financial chaos 
Anythmg more unhke the expectations of the 
amiable exponents of general monetary national- 
ism it IS scarcely possible to imagine 

The reason for the mistake is obvious The 
purchasmg power parity theory of the foreign 
exchanges asserts that the external value of money 
tends to reflect the relation between internal and 
external prices This is true enough , and properly 
mterpreted it is fundamental It is also true that, 
if a small state lets go its exchange in a world 
which IS otherwise stable, the fluctuation of that 
exchange will come to rest about a point which 
might be predicted from an mspection of mternal 
and external price levels before the evtnt takes 
place There are many examples m history of 
small raw material producing areas which have 
succeeded m gettmg nearer to eqmhbrium by 
measures of this kmd But to assume that a 
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similar effect will follow, if exchange flvxtuaiions 
become general, is completely to beg the question. 
For it assumes that the fluctuations of the ex- 
changes will have no effect on prices, and this is 
not likely to be the case When the important 
exchanges fluctuate, the co mm odity markets are 
shaken The internal prices, between which the 
free exchange is to brmg about equilibrium, are 
themselves disturbed The free exchanges be- 
come an active disturbmg influence And there 
seems no reason at all to suppose any necessary 
tendency to eqmhbrium It is just a vicious 
circle of mflation or deflation 

In such circumstances, m the absence of fur- 
ther intervention on the part of the different 
national governments, the self-interest of the 
different citizens would lead to a solution once 
more conducive to eqmhbrium Either they would 
choose, from the welter of unstable currencies, 
that which seemed the least unstable, and settle 
their transactions in that , or they would turn 
to some new medium of exchange — ^bar gold, for 
example — whose value seemed relatively imm une 
from the vagaries of governments, and make that 
their money The mtense mconvemence of a 
multiplicny of national momes would provide 
a powerful mcentive to the reconstitution of a 
common iKternational money 

But of course such behaviour would conflict 
completely with the central aims of the pohcy of 
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monetary nationalism That the citizens of the 
national area should be able to defeat the policy 
of their own state by usmg some other money, 
or by keepmg their resources in bar gold, must 
necessarily be regarded as intolerable from the 
nationalist pomt of view Hence contracts in 
terms other than the national currency will be 
held null and void The holdmg of currencies 
other than the national currency or the hoarding 
of the precious metals will be prohibited Foreign 
exchange acquired m any way will be confiscated 
with or without compensation Citizens may even 
be threatened with death for not using the national 
money — as m Nazi Germany In short, a com- 
plete regime of exchange controls and control of 
foreign trade must be instituted — with the results 
we have already analysed There are many kinds 
of economic nationahsm which lead to the isolation 
of the national economy by slow and almost im- 
perceptible degrees But monetary nationalism 
IS not so dilatory There is no form of nationalism 
more swiftly effective to disrupt the world economy 
than nationalism in the sphere of money Of all 
forms of economic nationalism, monetary national- 
ism IS the worst 

4 It 18 probable that this conclusion would be 
extensively recognized nowadays The experi- 
ence of the last few years has not been favourable 
to the cause of monetary nationahsm The forma- 
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tion of the sterling club, immediately the period 
of instability began, was m itself an acknowledg- 
ment of the dangers of a regime of free exchanges 
The conditions of the various areas constituting 
the sterling club were so different that by no 
stretch of imagination could the arrangements 
thus made be justified by the standard argu- 
ments for areas of free exchange There was no 
homogeneity of cost levels m the sterling area 
which could possibly afford a justification for 
fluctuating sterlmg exchanges vis-a-v%s the rest 
of the world The obvious justification for the 
arrangement was that, within the area, there was 
exchange stability Sterlmg was not an inter- 
national money But it was an approach to an 
international money In so far as the sterlmg 
club was to be justified at all, it was to be justified 
m these terms 

Moreover, the state of affairs prevailing as 
between the rival systems, the pound, the doUar 
and the gold currencies, was such as to justify the 
worst apprehensions of the theory of free ex- 
changes Trade was reduced Long-term invest- 
ment was negligible There was extreme deflation 
in the weaker areas Obstacles to trade of all 
kinds mdltiplied to a degree unprecedented in 
past history Whether the crisis of 1931 was m- 
evitable o? whether by appropriate policy it could 
have been avoided, is a question on which reason- 
able men may well differ But on the effects on 
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trade and investment and on the shattermg 
repercussions on international politics of the ex- 
change uncertamties which succeeded it, there 
cannot be two opmions ^ 

But monetary nationalism dies hard It is 
no longer believed that aU will be for the best in 
the best of all possible worlds if each national 
currency is left perfectly free to find its own level 
It IS realized that when the great currencies are 
adrift there is no necessary level fot each of them 
to find It IS realized that, m the absence of 
international money, the international economy 
dismtegrates The disadvantages, even of gold, 
are less emphasized, its advantages increasingly 
acknowledged But it is still thought that withm 
the framework of an international system the 
local rates of exchange should be adjustable By 
all means let each nation hnk up to gold once 
more, it is said But let them reserve their free- 
dom to vary the rate of exchange if necessity 
arises In this way we shall have the advantages 

^ Suppose that early in 1932, after the first convulsions of the 
crisis were over, Great Bntain had returned to gold at perhaps 4 
dollars to the pound We should probably have had to pay more for 
conversion But it is doubtful whether the dollar would have been 
devalued We might have saved the Brunmg regime in Germany 
The penod of deflation m the Gold Bloc countries might have been 
avoided And the rate of exchange would have been more favourable 
to the surmountmg of the ngidities of the British cost structure than 
it IS likely to be again It is not very profitable to pijplong such con- 
jectures But I do not think that, m the verdict of history, those who 
urged such a policy and who comnstently predicted the pohtical con- 
vulsions ahead if it were not adopted will be written down as such 
fools as they were generally represented to be at the time 
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of both systems, the stabihty of gold and the 
flexibility of paper 

Now there is no dispute that, after a period 
of extreme monetary nationalism, the return to 
a system of completely international money must 
necessarily be gradual In reconstitutmg the 
international standard, it would not be prudent 
to fix once and for all rates of exchange which 
might prove to necessitate extensive local con- 
traction or expansion in order to be immediately 
workable Once an mtemational system is m 
being, it is desirable that the appropriate local 
expansions and contractions should be made If 
they are made at once they seldom need to be 
large But while it is commg into bemg it is 
wise to avoid imposmg big changes Quite apart 
from the disturbance they cause, they are likely 
to discredit the idea of international money as 
such The monetary authorities of the world 
are not ill-advised to guard against a repetition 
of the errors of 1925 

But it IS one thmg to leave a certam margm 
withm which rates may be varied during a period 
of provisional stabilization It is another thing 
to elevate such an expedient to the status of per- 
manent Aachinery For if the rates of exchange 
between different national areas are variable 
beyond tlfe limits created by the costs of trans- 
fer, ther\ international money does not exist 
We are still in a world of monetary nationalism 



294 


COMPLETE PLANNING 


We are still in a world in which the accident of 
political separation creates economic phenomena 
which would never arise m a unified monetary- 
system Trade is uncertain International in- 
vestment IS limited The development of financial 
institutions is distorted by arbitrary and irrele- 
vant political limitations The national standard 
may be more respectable when it is printed on 
gold But if the denommation of the note can 
be varied without varymg its gold content, it is 
still to all intents and purposes a paper standard 
It IS still an mdependent national money 

It IS sometimes said that at the present day it 
IS necessary to retain the elasticity of such 
standards on account of the danger of large 
transfers of short-term capital A completely 
international standard worked well enough m 
the days when the international short-loan fund 
was small, it is said The resources of the different 
national systems, wisely managed, were equal to 
the strain of any transfer , and the advantages of 
a common standard outweighed the disadvantages 
of any small adjustments which this necessitated 
But in the post-war world it is different Vast 
masses of short-term funds accumulate in the 
various centres and at a moment’s no‘tice they 
are prepared to migrate, like some scourge of 
God, spreading havoc and devastation m their 
wake No international system can stand such 
convulsions It is to guard against dangers such 
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as these that the different nations must reserve 
their financial freedom 

Such an argument sounds highly professional 
And to the lay public, to most of whom the mere 
existence of floating balances is only slightly less 
mysterious than the doctrine of the Real Presence, 
it seems utterly and completely convincing All 
praise to the experts who identified these sinister 
influences “ Foreign devils ” were at the bottom 
of all our troubles after all • 

But in fact it rests upon a most singular con- 
fusion It IS quite true that the monetary history 
of recent times has been marked by the existence 
of abnormally large volumes of short-term money 
menacmgly idle m the great financial centres of 
the world It is true that the migration of these 
funds has created grave financial disturbances 
But to regard these movements as being the 
cause of all the trouble is completely to put the 
cart before the horse So far from being a cause 
m this sense, they are essentially a consequence, 
a consequence of the fundamental instability of 
expectations in a regime of monetary nationalism 
The fact that they, too, cause further instability 
IS important But it should not blind us to their 
ultimate* origin Why is it that there are not 
these vast and sudden migrations of capital vMh- 
in the different national areas ? Obviously be- 
cause there IS no apprehension that the different 
units of currency withm the area will not exchange 
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at par. Why is it that they do take place between 
the national areas * Obviously because under 
monetary nationalism the possibihty of change 
IS very real and evident So long as there exists 
the possibihty of alterations of the rate of ex- 
change, so long IS there defimtely created a situa- 
tion in which prudent men will seek to avoid loss 
and adventurous men will seek to find profit 
The disproportionate size and distribution of the 
mtemational short loan fund in recent years is 
the way m which the capital supply has responded 
to the expectation of changes in local standards 
And so long as this expectation is justified by 
arrangements which avowedly protect local auto- 
nomy in this respect, so long will this evil and 
other similar consequences of monetary national- 
ism continue To perpetuate exchange instability 
m order to cure the evils which the expectation of 
exchange mstabihty has brought about is not 
really very sensible 

It IS sometimes thought that all these diffi- 
culties can be obviated if only the changes in 
local exchange rates are brought about by inter- 
national agreement Monetary nationalism is to 
be made respectable by bemg brought mto a sort 
of monetary league of nations — ^a confederation, 
a Staatenbund, in which each state retains its own 
liberty to do anythmg it pleases but agrfees to meet 
and discuss the conflicts of aims which this liberty 
meAutably generates When the balance of trade 



INTERNATIONAL MONEY 


297 


of any area with the rest of the world becomes 
unfavourable, mtemational agreement is to per- 
mit a downward movement of its exchanges 

Now no one will deny the desirability of inter- 
national co-operation to restore a common inter- 
national standard The recent agreements be- 
tween the Umted States, France and Great Britain 
have everywhere been hailed as a first step 
towards recovery If changes in exchange rates 
were always the result of mtemational agreement, 
the disturbance resulting therefrom would be con- 
siderably dimimshed 

But it IS still open to question whether such 
arrangements are either possible or desirable as 
a permanent equibbratmg mechamsm We may 
take it as almost certain that there will seldom 
be a proposal to move the gold parity of any 
local currency upwards the tendency will usually 
be m the reverse direction But puttmg this on 
one side, we may still question whether such 
revisions will be easy to arrange or whether 
they will be unaccompanied by harmful disturb- 
ances 

Let us consider the matter in rather more 
detail In order that such adjustments may 
be effective, it is necessary that they should 
be continuous A disequibbrium which could be 
remedied by a small adjustment at the begin- 
lung may need a much greater change if it is 
to be remedied later on But it is just at such 
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a point that the claim for readjustment will 
be least plausible The representatives of the 
national areas whose exports will sufier if the 
change is made will not be likely to be impressed 
by the plea for the correction of a small evil 
They will urge delay and the adoption of other 
measures They will ask why they should sub- 
mit to disturbance to remedy the results of the 
wrong policies of others But, if delay takes 
place and other measures are not adopted, the 
disequihbrium will be aggravated Political stram 
will develop Rumours of great struggles m the 
arena of state treasuries will be rife There will 
develop all the secondary consequences of expected 
change which are agreed to be so damaging The 
busmess of the world will he embarrassed while 
the politicians dispute In the end, m the absence 
of a federal overriding power, one or other of the 
contesting parties may quite likely “ assert its 
freedom ” with consequences with which the 
events of the last few years have made us very 
familiar Mr Keynes has said that the Council 
of the Bank for International Settlements who 
contemplate a return to a regime of fixed gold 
panties “ are living in a fools’ world ” ^ 
But what shall we say of the state of mind of 
those who conceive the function of a Bank which 
was set up to facihtate the smooth working of 
mtemational money to consist in the, arrange- 

^ IXoyda Bank Bemew, October 1926, p 532 
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ment of compromises between the policies of 
monetary nationalism * 

The fact is that the whole conception is es- 
sentially political in character If there were no 
sovereign states, no tradition that the alteration 
of the value of money was the sovereign’s inalien- 
able prerogative, the idea of adjustable parities 
would not occur to anyone Who would suggest, 
if sovereignty were not divided, that the mam 
function of a world clearing bank was to change 
the rates at which it transferred deposits from 
one account to another ^ The idea would be 
regarded as fantastic And, from the pomt of 
view of mternational liberalism, any suggestion 
that, m a world that falls short of complete 
federation, similar arrangements would not have 
similarly wasteful and disequilibratmg effects 
must be regarded as fantastic too It is not 
merely fantastic It is reactionary It seeks to 
perpetuate a state of affairs which lead not 
towards international unification but away from 
it It tends to perpetuate the conditions of the 
rampant nationalism which is destroymg the 
civilization of Europe 

5 If ftiis IS correct, it seems as if there is no 
argument which would lead us to abandon the 
presumption that, in an mternational economy, 
an interuational money is desirable In the 
liberal world federation, the law relatmg to 
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money would be a federal, not a state, function 
And, whatever the general policy directing this 
law, it would not break up the unity of the world 
by the provision of separate local currencies with 
exchange rates fluctuating between the different 
areas 

This conclusion apphes too to a world which 
falls far short of general federation What the 
world needs to-day is an mtemational money 
immune from the meddhng of national govern- 
ments — a Maria Theresa dollar up to date, which 
passes as currency in the different national areas 
In recent years, so great has been the intrusion of 
national governments, that this function has come 
to be discharged by bar gold But this is retro- 
gressive We do not need to go back to a cur- 
rency which must be valued by weight rather 
than by tale WTiat is needed rather, after a due 
period of provisional stabilization, is that the 
relation of the different currencies to gold shall 
be fixed and then left alone If any permanent 
international agreement is to take place it should 
take the form of an undertakmg by the national 
states to allow the use of each other’s currency 
throughout the whole of their respective areas 
and to enforce contracts m whatever Unit they 
are made Short of world federation m the 
sense we have indicated, this would be the best 
safeguard agamst a recrudescence of monetary 
nationalism At the first sign of relative deprecia- 
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tion of tlie local currency all transactions would 
be effected in other money But unless sovereignty 
itself IS surrendered, the danger must always be 
great that such undertakmgs will be broken ^ 

6 But there still remains the problem of 
bankmg policy The nmeteenth century, which 
witnessed such considerable progress towards in- 
ternational currency unity, witnessed too the 
development of bankmg institutions which have 
provided the instruments for pohcies mimi cal to 
that unity Whether or not central banking, in 
some form or other, would have arisen spontane- 
ously IS a difficult question, to which reasonable 
men may well give different answers But it is 
unquestionable that the actual development of 
central banks has been conditioned throughout 
by influences which have been essentially political 
They have been set up to provide loans for govern- 
ments , and they have usually been mamtained 
and supported agamst competition for reasons of 
a similar nature There are few central banks 
with a history of any length which, at one tune 
or other, have not been used as instruments for 
dehberate inflation. And, as Bagehot argued, 
even when they have not been used for political 
purposes, their pecuhar position withm the system 
• 

1 See Richard Stngl, “ Gibt es erne Sicherung gegen Inflation ”, 
MMetlungen^ies Verbandes dsterradutcher Banken und Banhers, 1932, 
N 15/6, 



302 


COMPLETE PLANNING 


of national banking has made them a source of 
weakness m the system of international finan- 
cial relations And when governments have been 
mclined to use them as instruments of positive 
policy, they have become the most potent cause 
of general economic nationalism If the govern- 
ment of a certain area imposes upon the banks 
under its jurisdiction a policy of expansion at a 
time when the local position offers no scope for 
such expansion, then, as we have seen, the inter- 
national equilibrium is ruptured The “ problem 
of maintaining international equilibrium at once 
arises — and with it all the policies designed to 
solve such a “ problem ” 

This clearly is the position of the world today 
The majority of the central banks are being asked 
to serve two masters They are being asked to 
maintain equilibrium between their system and 
the rest of the world and they are being asked to 
promote the aims of local economic policy — ^rearma- 
ment, public works, cheap credits to agriculture, 
and so on Hence exchange controls, fluctuating 
exchanges, bilateral clearing, control of foreign 
investment, and all the other measures whose 
effects we have already exammed 

In such a situation, it is tempting^ to argue 
that the logical solution is a complete umfication 
of the various national systems through an inter- 
national central bank But against this there 
are powerful arguments The case for the single 
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reserve system is usually taken for granted as 
regards national areas , although it has certainly 
never been systematically demonstrated from any 
other than a nationalistic pomt of view, and al- 
though many of the best mmds (including Walter 
Bagehot, the leading exponent of the principles of 
central banking) have expressed grave doubts as 
to its validity ^ But the case for a single reserve 
system for the world is certainly not generally 
conceded and though most of the arguments 
against it are nationalistic m character, there are 
others which are by no means of this order A 
single reserve system directly under the pressure 
of an international government would run grave 
danger of being used for inflationary purposes 
It IS doubtful whether it would provide so rapid 
a response to local changes in the investment 
situation as less centralized mstitutions Nor 
has it yet been shown that a multi-reserve system, 
in which each institution was completely un- 
protected by the state and completely liable to 
the strict application of the law of bankruptcy, 
would produce fluctuations of the money supply 
more conducive to diseqmhbnum than a s ing le 
reserve system subject to pohtical pressure 
The truth is that, if we are honest, we must 
confess that at the present time our knowledge 




304 


COMPLETE PLANNING 


both of the desiderata and of the possible instru- 
ments of general monetary pohcy is so imperfect 
that, even within the context of the general 
hberal idea, it is not possible to speak with any 
certainty concermng the most desirable ultimate 
form of mternational bankmg institutions We 
know that it is desirable that there should be an 
mternational money We know that it is desir- 
able, therefore, that whatever the general policy 
adopted, the movements of cash and credit in the 
different parts of the system should preserve in- 
ternational eqmhbrium But, although we know 
many thmgs to avoid, we still dispute concern- 
ing what IS to be regarded as the best general 
pohcy and we still dispute concermng the ulti- 
mately best institutions for realizing the aims of 
this pohcy 

But, for all this, the main requirement of 
immediate pohcy is fairly obvious It may not 
yet be clear whether a smgle or a multiple reserve 
system is ultimately the best way to realize the 
aims of mternational hberalism But it is clear, 
if these aims are to be realized, that control of 
heal policy should be removed as far as possible 
from the influence of heal governments , that, 
whatever their ultimate destmy, the-- different 
reserve systems should cease to be the instruments 
of monetary nationalism The banking pohcy of 
the twenties, which sought to remove the central 
banks from the influence of governments, was 
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right The banking pohcy of the thirties, which 
has been to bring them once more under govern- 
ment control, IS wrong The immediate objective 
of pohcy, therefore, must be to reverse this ten- 
dency In a world free from monetary national- 
ism, the solution of the remaining problems of 
banking policy should not present insurmount- 
able difficulties 
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NATIONALISM OR INTERNATIONALISM 

1 We now reacli the conclusion of our investiga- 
tions The last three chapters have been devoted 
to the discussion of different types of complete 
international plannmg It has been argued that 
communism on an international scale must develop 
mtemal weaknesses which frustrate the achieve- 
ment of its aims But it has been argued, too, 
that liberalism exhibits none of these weaknesses 
and that an international liberal plan is conceiv- 
able which IS techmcally workable and which is 
free from the manifest contradictions of other 
forms of plannmg 

But do we want an mternational system ^ 
Are there reasons why the organization of social 
hfe in national umts offers advantages and attrac- 
tions to the members of such umts, sufidcient to 
outweigh the advantages and attractions of the 
more comprehensive organization * Do national 
mterests cfash with the mterests of the world 
as a whol«i * At the present day the tendency to 
national separatism is perhaps stronger than at 
309 



310 


CONCLUSION 


any time m human history On what grounds of 
utility or of idealism can such an attitude ulti- 
mately rest ? 

It IS to the examination of this question that 
our concluding chapter must be devoted 

2 We may take it as axiomatic that, on the 
assumption that war is to be a permanent instru- 
ment of national pohcy, there are reasons which 
may justify for particular national groups some in- 
terference with the maximum international divi- 
sion of labour Defence may be much more 
important than opulence Arrangements which 
secure the continuous provision of materials or 
services essential to the conduct of war, even 
though they involve securmg them at higher 
cost than would otherwise be necessary, are 
capable of justification on the grounds of this 
necessity It is not certain that to foster home 
production is always the best method Too much 
sacrifice of this sort may be less productive than 
direct expenditure on safeguarding lines of com- 
mumcation But, on the assumption that security 
against attack is necessary, measures which pro- 
duce it at the sacrifice of the other ingredients of 
real income are not to be regarded as' irrational 
The correct apologia for the extravagant pettmg 
m recent years of the British Iron and Steel 
Industries is not that thereby we are made richer 
than we should have been had we bought in the 
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cheapest market and used our own resources for 
other purposes, but rather that, wh i le the danger 
of war persists, we may be ill-advised to depend 
so much on foreign sources for the main supply 
of iron and steel products essential for war pur- 
poses 

But all this assumes that defence is necessary 
It assumes, that is to say, the continuance of the 
political structure which makes the necessity of 
defence a possibility the retention by the national 
states of the right to use war as an mstrument 
of policy If this right were surrendered, if the 
danger of war were removed by more efficient 
political arrangements, the argument for economic 
nationalism on these grounds would be destroyed 
too Unless the right to make war is to be re- 
garded as an end in itself, the need to prepare 
for war can never be an argument for the retention 
of the political arrangements (or lack of arrange- 
ments) which make it necessary 

3 Let us therefore abstract from this danger 
Assummg that the danger of war could be removed 
by the supersession of independent state sove- 
reignty by some kmd of federation, let us enquire 
whether there may not be reasons of a more 
“ economic ” nature which should lead the mem- 
bers of thS different national states to pursue 
policies of national separatism Are there possi- 
bihtres of national gam from restriction of the 
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international division of labour * We are on very 
familiar ground here and our argument may move 
swiftly 

It IS certainly quite possible to conceive of 
cases m whicb one national group may gain at tbe 
expense of others Tbe popular arguments for pro- 
tection are, of course, almost wholly fallacious 
To mamtam an industry, as such, regardless of 
whether the factors of production thus employed 
are as productive there as they would be if devoted 
to other uses, is as fruitless from the point of view 
of the ma3ority of the inhabitants of the national 
area as it is from the pomt of view of the majority 
of the inhabitants of the world as a whole Nothmg 
that has been said m earher chapters concer ning 
the waste of protectmg particular groups of under- 
takmgs from the competition of undertakmgs able 
to meet demand at lower cost, ceases to be applic- 
able when we turn from the mternational to the 
national economy Protection to particular lines 
of industry protects, not the nation, but the in- 
dustry It IS m the mterests of the industry that 
the government shall act m this way But so far 
as the rest of the nation are concerned their 
mterests are directly frustrated Even the cele- 
brated argument for the protection oft infant in- 
dustries has worn a httle thm by now Analytically 
the thmg is conceivable But m feict it does 
not seem to happen The mfants are brought to 
birth But they never cease to need protection 



OH XI NATIONALISM OR INTERNATIONALISM 313 

There is no reprieve for the “ the industry ” 
fallacy here 

But there are arguments for national restric- 
tion, either by tarife or other forms of planning, 
which are not so obviously fallacious We all 
know that, if the members of an mdustrial group 
restrict output below the competitive limit, it is 
quite conceivable, if their position is monopolistic, 
that their aggregate takmgs may be increased 
We know too that if a group of buyers in a 
favourable strategic position restrict their pur- 
chases the price at which they can buy may fall 
so much that their profits are actually enhanced 
Clearly the same possibihties are conceivable for 
the members of geographical groups Indeed, as 
we have seen already, if the members of national 
groups are organized as trading monopohes 
there is the strongest probabihty that they 
will attempt to pursue these gams Either by 
limitmg sales or by reducing purchases, it is 
possible that they may turn the terms of trade 
m their favour It is probable that the circum- 
stances in which long-run gams of this sort are 
possible for the inhabitants of actual national 
areas are not very frequent In the short run, the 
sources»of supply or demand may be squeezable 
But, m the long run, monopolistic advantage 
of this sbrt 18 much harder to retain Yet the 
possibihty exists and should be explicitly recog- 
nized 
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This IS not all In addition to the possibility 
of using restriction to obtain long-run advan- 
tage in exchange, there is the possibility of using 
it for alleviating short-run disequilibrium of em- 
ployment To argue that the volume of employ- 
ment IS a function of the height of tariff walls is, 
of course, a crude fallacy The percentage of 
unemployment has been as high in protectionist 
America and Germany as ever in free-trade 
England — mdeed it has been considerably higher 
But it remains true that when tariffs or other 
restrictions are first imposed they may avert a 
contraction of credit that would otherwise have 
been necessary, or may permit an expansion of 
credit that would otherwise have been impossible 
Once these effects have exhausted themselves, 
the restrictions are no further aid to employment 
The barriers must be raised once more if the same 
effect IS to be repeated But, at the moment that 
they are first erected, the effect on employment 
may be favourable 

These conclusions are well known They 
are direct deductions from quite simple prm- 
ciples of analytical economics But, before 
they can be made any justification for restric- 
tiomsm as a national policy, it must be shown 
that the policy of other nations is unaffected 
For the assumption that other thm^ remain 
equal is quite essential to the validity of all 
these arguments If the government of one 
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nation attempts to turn the terms of trade 
in its favour by restrictionism and the policy 
of other nations remams unchanged, it is 
possible that it may be successful But if the 
others take similar measures, then whatever 
happens to the terms of trade, it is much more 
probable that wealth will be spilt all round 
Similarly if the government of one nation attempts 
to “ cure unemployment ” by tariffs or such like 
measures, and all the others remain quiescent, 
the internal credit expansion which this makes 
possible may have some transitory success But 
if all nations simultaneously adopt such measures, 
the net effect is likely to be not reflationary but 
deflationary Although some particular branches 
of mdustry may benefit, the general effect will be, 
not to increase employment, but to dimmish it 
But it IS just this possibility which is over- 
whelmingly likely It IS not in the least probable 
that the governments of the world will stand 
acquiescent while the governments of a smgle 
area conduct experiments based on the Marshall 
curves or the propositions of the Treatise on 
Money All experience, all common sense, sug- 
gests the contrary Rightly or wrongly, they will 
decide hhat what is sauce for the goose is sauce 
for the gander and, in the resultmg competition 
of restrictionism each party is likely to suffer 
Economists who m recent years have made a 
technical analysis which assumes other thmgs to 
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be equal, tbe basis of prescnptions as to policy m 
cases where other things are almost certain not 
to be equal, have done grave disservice They 
may have gained some cheap repute with the un- 
thmhmg crowd, anxious as usual for a cabalistic 
rationalization of its own prejudices But they 
have given bad advice to the world and they 
have brought the fine disciplme of analytical 
economics into ridicule It was not thus that the 
great men who discovered the methods of pure 
analysis conceived their apphcation to practice 

In practice it is highly improbable that restric- 
tion of trade will secure permanent advantage to 
the majority of the national group 

4 The most plausible case for national restric- 
tiomsm lies, not m the sphere of trade, but in the 
sphere of migration The economic efiects of 
changes in the workmg population of a national 
area are subtle and difficult to analyse, especially 
when account is taken of the important fact that 
the population is hardly ever homogeneous It 
IS certainly wrong to assert baldly that movement 
into an area must necessarily lower the incomes of 
the majority of the people already hvmg m that 
area, or that movement out must necessarily 
always benefit those who remain The former pro- 
position could not possibly apply to the* peoplmg 
of the American contment, nor the latter to 
emigration from Great Bntam if the populatron 
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were already greatly reduced The application 
to the fluctuations of a heterogeneous popula- 
tion of crude extensions of a law of diminishing 
returns which apphes essentially to variations of 
homogeneous divisible factors obviously begs all 
the difficult questions raised by the existence of 
different classes of factors with different degrees 
of divisibility The econoimcs of migration are 
not as simple as all that Most of the “ economic ’ ’ 
arguments in favour of hmitation of either im- 
migration or emigration of the past have been 
devised, not with a view to the protection of the 
interests of the national group as a whole or the 
majority of its members, but rather with a view 
to the protection of interests of particular groups 
— ^the restriction of immigration m the interests 
of particular groups of labour, the restriction of 
emigration in the interests of particular groups of 
landlords and property owners 

Nevertheless it is not impossible to conceive 
of cases where, by the limitation of immigration, 
the inhabitants of rich but relatively sparsely 
inhabited areas may secure to themselves gams 
which would not occur if movement in were not 
limited It IS not very hkely that such movements 
would often actually depress real incomes, though 
even that is conceivable But it is certainly 
possible fhat it might prevent real mcomes rising 
so rapidly as otherwise would be the case If 
we rem’ember that movements of labour are 
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almost always accompamed by movements of 
capital, we shall reahze that even this is not 
likely to he so general as popular opinion would 
have us believe But it is a possibility which 
cannot be ruled out Certainly for one area to 
remain open when all others are closed may some- 
times give rise to dificulty 

But even here we must beware of casting our 
analysis within too static a framework In a 
world in which techmcal knowledge and the gene- 
ral conditions of demand are changing rapidly, 
conditions of free migration, which at one time 
seem to mvolve disadvantage to the inhabitants 
of particular areas, may at another time be con- 
ducive to their advantage It may be advan- 
tageous to be able to exclude emigrants from 
areas for whose products demand has contracted 
But it may also be advantageous to be able to 
migrate elsewhere when demand for one’s own 
products diminishes It may be natural to demand 
the one without being willmg to concede the other 
But it IS hardly logical to do so And it is not to 
be expected that the inhabitants of other areas 
will fail to notice the inconsistency As we have 
seen already, if a similar attitude is adopted by 
the inhabitants of each national area, instability 
in general is increased There can be little doubt 
that, over long periods, most national groups would 
be better off if national limitations on migration 
were removed 
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5 But let us cast our net a little wider If 
war IS not to be regarded as an ultimate good m 
itself, the avoidance of war is obviously a national 
interest W ar destroys wealth It destroys happi- 
ness It destroys the subtle checks and controls 
which make civilized society possible Under 
modern conditions even the cost of preparing for 
war bids fair to constitute a burden which will 
more than absorb all the fruits of techmcal 
progress 

It has sometimes been thought that this dan- 
ger may be mitigated by a sacrifice of material 
well-being If the various national states would 
organize their affairs on a basis of economic self- 
sufficiency, it IS said, the dangers of war due 
to economic causes would be minimized The 
mhabitants of each nation would be free to de- 
velop their own lives in their own way without 
the friction which comes from “ economic en- 
tanglement ” among nations This was the view 
of the philosopher, Johann Gottlieh Fichte It 
IS the official apologia for the policy of con- 
temporary Germany , and, m our own less pre- 
tentious atmosphere, it has received the support 
of no less an authority than Mr John Maynard 
Keynes <i 

“ I sympathize,” says Mr Keynes, “ with those 
who woilld mimmize, rather than maximize, 
economic entanglement among nations Ideas, 
knowled*ge, science, hospitahty, travel — these are 
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the things which should of their nature be inter- 
national But let goods he homespun wherever 
it IS reasonably and convemently possible 
a greater measure of national self-sufficiency and 
economic isolation among countries than existed 
m 1914 may tend to serve the cause of peace 
rather than otherwise ” ^ 

The idea is plam To secure peace, some sacri- 
fice — Mr Kejmes thinks it need not be great — 
of the wealth which comes from international 
division of ] about is desirable 

But unfortunately it seems to rest upon delu- 
sion We will not pause to enquire how long 
“ ideas, knowledge, science, hospitahty, travel ” 
are likely to remam free when goods are “ as 
far as is reasonably and convemently possible ” 
homespun — ^though developments m those parts 
where such pohcies are now being applied 
scarcely seem to warrant much optimism here 
But we must recognize that this policy is m- 
capable of bemg generalized Mr Keynes, whose 
outlook in recent years sometimes appears dis- 
concertingly insular, may be right in supposing 
that, within the Empire, it would be possible 
at some sacrifice to reach greater self-sufficiency 
than m the past, though there is ijeason to 
suppose that he greatly underestimates the 
sacrifice There are certam other national groups 
in a similar position But it is really ridiculous 

‘ “ National SeU-Sufficienoy ”, Tole Bemew, vol xxn p 758 
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to suppose that such a pohcy is possible for 
the majority, given their present national boun- 
daries Given the present political divisions of 
the world, to recommend autarky as a general 
pohcy IS to recommend war as an instrument for 
makmg autarky possible 

No doubt Mr Keynes would repudiate this 
For, despite all the damage he has done to 
hberal policies m recent years, he is still the 
man who wrote the Econormc Consequences of the 
Peace, one of the most magnificent gestures m 
defence of the great prmciples of peace and inter- 
national justice of this or any other age It 
would be absurd to depict Mr Keynes m any 
way as a war-monger But, if the analysis of 
these pages is correct, it is not absurd at all to 
depict war-mongermg as the eventual consequence 
of the policies which, m a fit of premature dis- 
couragement at the absence of quick success 
of his earher internationalism, he has been led, 
half desperately, half frivolously, to adopt In 
all this he has been less logical than his pre- 
decessors The philosopher Fichte, who recom- 
mended similar pohcies, saw more clearly on these 
matters 

“ It has always been the privilege of philo- 
sophers to sigh over wars ”, wrote this rather 
prematurely echt Nordic type “ The present 
author does not love them more than anyone 
else But he beheves m their mevitabihty in the 
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present circumstances and deems it uncalled for 
to complain of the inevitable In order to abolish 
war, it IS necessary to abohsh its cause Every 
state must receive what it intends to obtain by 
war and what akme [our italics] can reasonably 
determine, that is its natural frontiers When 
that IS accomplished it will have no further claims 
on any other state since it will possess what it 
had sought ” * 

In fact the danger is even greater than this 
For even if it were physically possible for the 
different national states to attain self-sufficiency 
at some level of real mcome, it is quite out of the 
question that they should attain it at the same 
level So long as the inhabitants of the different 
states were prevented from bettering their posi- 
tion by exchange or by migration, some self- 
sufficient states would be richer than others It 
would always be possible to hope that thmgs 
would be improved by a forcible enlargement of 
frontiers The populations of the East will be 
mcreasing long after the population of the West 
has become stationary or declinmg If they are 
forcibly prevented from foreign trade, they are 
not likely to forget that, at no very distant date 
m the past, it was deemed justifiable to break 
down similar prohibitions on their part with 

1 Der gescMossene Handdsstaat (Tubingen, 1800), p 218 I take 
the translation from the recent Kichard Cobden lecture of Professor 
Rappard, The Common Menace of Economic and Military Armaments^ 
a store of much wisdom and information on these topics 



CH XI NATIONALISM OR INTERNATIONALISM 323 

cannons and bayonets Who can believe that 
it IS possible, year in year out, for the in- 
habitants of the richer countnes of the world to 
withdraw into economic self-sufficiency without 
raising up against themselves combinations of the 
poorer Powers which are truly fearful to con- 
template ^ 

All this has a most profound bearing on the 
question of restriction of migration, which we were 
discussing m the last section It is conceivable, 
as we saw, that there maybe areas whose economic 
conditions are such that the present inhabitants 
and their descendants will be permanently better 
off if they retain a position of geographical 
monopoly But this assumes that they are able to 
retain it, that they are able permanently to defy 
the desire of the inhabitants of the areas less 
richly endowed to improve their position by 
migration And this is a very big assumption 
It IS a very big assumption mdeed, in a world 
in which politics are dommated more and more 
by appeals to mass emotion, to suppose that any 
limitation of migration that %s not mternat%onally 
enforced can be permanently supported against 
the pressure of the poorer and more populous 
nations *For a tune, pohtical accident and judi- 
cious alliance may permit wide disparities to 
persist ;6ut to beheve that they are permanently 
possible IS to lose all historical perspective If 
only for this reason, the preservation of national 
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rights to control migration is a most dubious 
national mterest 

6 If these considerations are correct, it seems 
to follow that there is no long-run advantage for 
the members of the different national groups 
from the preservation of national sovereignty 
There is no gam from trade, there is no gam of 
security which would not be better provided for 
by some form of international federation 

We are left, then, with the question whether 
there is not some inherent virtue in national 
separatism, as such, which justifies the retention 
of such arrangements Is there perhaps some 
ultimate good in the national form of community 
which IS worth riskmg all the wastes and dangers 
of nationalism to preserve * 

We must not dismiss this question as frivolous 
In spite of the excesses of contmental nationalism, 
we must recognize that love of coimtry and devo- 
tion to the national good are not negligible virtues 
Patriotism is not always the last refuge of a 
scoimdrel The cosmopolitan is not always an 
improvement on the provmcial A man must have 
something outside himself to which he can give 
devotion if he is to be fully human The nationalist 
at least has that 

But it may stdl be questioned whether, at the 
present stage of history, devotion to the nation, 
as such, IS a very frmtful form of emotion 
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The feelings associated with patnotism which we 
regard as good in themselves are not inseparable 
from particular forms of political organization 
To love the landscape of the Oxford meadows 
or the fine flexibihty of the Enghsh tongue, it 
IS not necessary to love the Oxfordshire County 
Council or the English Board of Education The 
sentiment of pubhc service may be best evoked 
by institutions which are most conducive to 
human good To find the ultimate goods of hfe 
in particular forms of political machinery, regard- 
less of the suitabihty of that machinery to pro- 
mote human happmess, is surely a delusion — a 
confusion of ends and means, of mechanism and 
purpose 

But this IS ]ust our danger In the days of 
the decay of the great historical religions, men 
have deified the idea of the nation They have 
made devotion to particular political machmes a 
fanatical idolatry They have erected a mythology 
of the state, or the race, more ridiculous, more in- 
consistent, more cruel than the superstitions of 
ancient barbarism And because there is more 
than one state, there is conflict among the idols 
Nothmg can be more certam than that if we can 
find no ideals more compelhng than this much 
of what ip best m human achievement hitherto 
must perish 

But lathis really so difficult * Dostoievsky once 
said that if we try to love all humanity we shall 
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only end by hating all humanity No doubt this 
18 profoundly true But international liberalism 
does not bid us love humamty It seeks only to 
persuade us that co-operation between the differ- 
ent members of humanity is advantageous for the 
furtherance of individual ends In this respect, 
it IS true, it IS merely the plan of a mechanism 
more efficient than the world of independent 
nations Yet nevertheless the idea of the way 
of livmg with which it is associated is somethmg 
more than that A society which preserves spon- 
taneity and freedom, with its manifold play of 
mmd on mmd and its world-wide heritage of 
art and learning — ^this surely is a conception as 
congenial to the aspirations of men who are not 
spiritually sick as any nationalism which turns 
inwards We may no longer be able to believe 
the metaphysics of the age of faith But, despite 
the antics of guttersnipe racialism, we need not 
cease to do homage to the idea of that fellowship 
in which there is neither Jew nor Greek, bond 
nor free The ideals of Athens still challenge the 
ideals of Sparta 

7 It has been the argument of this essay that, 
in our day, these ideals can only be sus^;amed by 
far-reachmg political changes On a |ong view, 
the interests of men who do not love violence, 
as such, are not in conflict But if the political 
organization is sectional, it may give rise to 
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optical delusions, behind which the forces of vio- 
lence and monopoly may manoeuvre The root 
of our present difficulties is not some inherent 
tendency to economic catastrophe but a political 
structure which has outlived its utility Not 
capitalism, which, rightly conditioned, is a safe- 
guard of liberty and progress, but nationalism, 
which tends to poverty and conflict, is the cause 
of our present distresses What the world needs 
IS not the socialist revolution, which, on every 
reasonable computation of the probabilities, would 
only develop still further the contradictions of 
nationalist separation, but the liberal reforms 
which would create a framework withm which 
these contradictions would not be permitted to 
emerge 

Nationalism is somethmg which must be sur- 
passed There was probably never a moment m 
the history of the world when such a task seemed 
so difficult to accomplish But it can be accom- 
plished if our hearts and mmds tell us that it is 
necessary , and it must be accomplished if all 
that we regard as most valuable is not to perish 
in the wreck of our common civilization 




SELECT BIBLIOGRAPHY 


The argument of this essay makes no pretence to onginahty 
Hence it has not been thought necessary to give detailed 
references to the vanous sources of each particular proposi- 
tion But for those readers to whom the general mode of 
approach is unfamiliar the following works may afford 
further elucidations of particular aspects of the argument 
It must not be thought that their authors would necessarily 
be in agreement with the total case here presented, or that 
the author of the present work wishes m every respect to be 
thought to accept their position 

On the general theory of international trade and inter- 
national trade policy. Professor Haberler’s Theory of Inter- 
national Trade is probably the best and most comprehensive 
statement The long-awaited treatise by Professor Jacob 
Vmer, now happily reported to be approaching completion, 
will no doubt also be a standard work on this subject 
On the problems of trade policy, Marshall’s Memorandum 
on the Fiscal Policy of International Trade and Professor 
Pigou’s Protective and Preferential Import Duties (London 
School of Economics Reprint) are classical statements 
Professor Taussig’s Free Trade, the Tariff and Reeiprocity 
and Professor Haberler’s Liberale und planmrtschafthche 
Handelspolitik should also be consulted There are two 
most valuable essays by Professor Vmer m the recent 
pubkcatioaof the joint committee of the Carnegie Endow- 
ment and the International Chamber of Commerce, The 
Improvemeitt of Commercial Rdations between Nations , and 
the chapters by Su William Bevendge, Professor Plant and 
Dr Hicks vx Tariffs, the Case Restated, edited by Sir William 
Bevendge, will be found helpful on special problems 



330 


SELECTED BIBLIOGRAPHY 


On the general international aspects of attempts to 
realize socialism on a national scale, the literatnre is meagre 
The views here developed owe much to the works of the 
late Professor Edwin Cannan, especially sundry articles in 
The Economic Outlook and An Economist’s Protest There 
IS a brief but highly sigmficant section on this subject in 
Professor von Mises’s Socialism an Economic and Socio- 
logical Analysis, which should also be consulted on the 
economics of general collectivism 

The history of earlier attempts at national planmng may 
be consulted in Professor Heckscher’s monumental treatise 
on Mercantilism The classical liberal attitude is best 
judged, not from the cheap travesties which appear in 
certain histones of economic thought, but from the original 
works of its founders — Hume, Adam Smith and Bentham 

On the all-important question of the economic causes of 
war. Professor Staley’s War and the Private Investor is at 
once the most systematic and thorough treatment of the 
historical aspects of the case Mr Hawtrey’s Economic 
Aspects of Sovereignty is stimulating and suggestive on the 
consequences of political separatism And it would be 
unjust not to mention in this connection Sir Norman 
Angell, whose various works, although not primarily 
addressed to professional economics, mark an epoch in the 
discussion of these problems His latest work, This Have 
and Have-not Business, contains an adnurable restatement 
of his fundamental position 

On the difficult sociological problems of national senti- 
ment and economic interest, Professor Sulzbach’s Nationales 
Gemeinschaftsgefuhl und wirtschaftliches Interesse should be 
consulted There is also a little-known work of Professor 
von Mises, Nation, Stoat und Wirtschaft, on the politics and 
economics of the Great War, which contains many pregnant 
suggestions ^ 

The effects of recent economic pohcy in the international 
sphere are faithfully recorded year by year in Professor 
Condlifie’s World Economic Survey, pubhshed by the 
Financial Section of the League of Nations Secretariat 







By PROF. LIONEL ROBBINS 


THE 

GREAT DEPRESSION 


Fourth Impress%on 8s Qd net 

“ His book IS written with such wonderful clearness and such 
evident enthusiasm that the general reader as well as the expert 
18 bound to denve both pleasure and profit from it The 
Oreat Depression combmes something of the force and directness 
of a pohtical pamphlet with the logical perfection of a scientific 
essay It is one of the few hooks written on the economic 
crisis m recent years that can be described as a real mtellectual 
achievement ” — The Times 


“ Professor Robbms has written a powerful and persuasive 
work, which is moreover a joy to read, whatever the opinions 
of the reader ” — Sir Josiah Stamp m Time and Tide 

“ No banker or student of finance who is mterested m the 
principles of monetary control can afford to miss reading Pro- 
fessor Lionel Bobbins’s book ” — The Manchester Guardian 

“ Professor Bobbms’s theme is a great one The highest 
praise that can be given to him — and very high praise is called 
for — is to say that, withm the limits set by its size, his study 
18 worthy of the theme Its two hundred pages are packed 
with vivid desonption and lucid analysis , its forceful argument 
sweeps with disciplined, if sometimes breathless, speed to a 
frontal attack on almost all the contemporary pohcies of all 
governments He has set forth some of the economic con- 
sequences df the war m a book so well vmtten that all can 
read it wilji pleasure” — Sib William Bkvebidgb m The 
Fortnightly Review 


MAClUILLAN AND CO LTD LONDON 



By PROF LIONEL ROBBINS 

AN ESSAY ON THE 
NATURE & SIGNIFICANCE 
OF ECONOMIC SCIENCE 

SECOND EDITION, REVISED AND EXTENDED 

Is Qd net 

The second edition of this work, which in its first edition 
was the subject of much discussion and comment, has been 
considerably revised and extended The author has not 
found it necessary to modify in any important respect the 
position he originally adopted But certain passages which 
experience has shown to have given rise to misapprehension 
have been re-written with further elucidations , and certain 
matters which, for reasons of space, were omitted from the 
first edition now find a place in the argument New sections 
on the relations between Statics and Dynamics and the 
possibihty of a Theory of Economic Development have been 
added , and the author has written a new preface in which his 
attitude to certain criticisms of the first edition is explained 

PRESS OPINIONS OF THE FIRST EDITION 

“ Professor Robbins has written a book of high mtellectual 
distmction — distinguished m style, distmotive m thought, 
distmct in erudition No economist can read it without real 
enjoyment, and provocation to argue back ” — Sra Josiah 
Stamp m Time and Tide 

“ No more oonvmcmg demonstration could well be given of 
the nature and necessity of economic reasomng The pro- 
fessional economist will applaud the seventy of the argument , 
and the ordmary man will be grateful for an exceptnonally clear 
outhne of ‘ what it is that economists discuss a^d what may 
legitimately be expected as a result of their discussions ’ ” — 
The Times Literary Supplement 


MACMILLAN AND CO LTD LONDON 



New Works on Economics 

THE GENEEAL THEOKY OF EMPLOYMENT, 
INTEEEST AND MONEY By J M Keynes 
5s net 

NATIONAL INCOME AND OUTLAY By Colin 
Clark, M A , University Lecturer in Statistics, 
Cambridge 12s 6d net 

THE FUNDAMENTAL PRINCIPLES OF TAXA- 
TION In the Light of Modern Developments 
By Sir Josiah Stamp, G C B New and Revised 
Edition 10s 6d net 

THE SCIENCE OF SOCIAL ADJUSTMENT By 
Sir Josiah Stamp, G C B 7s 6d net 

ESSAYS IN THE THEORY OF EMPLOYMENT 
By Joan Robinson, M A , author of The Eco- 
nomics of Imperfect Competition 8s 6d net 

SCIENCE OF PUBLIC FINANCE By G Findlay 
Shirras, Professor of Economics and Prmcipal, 
Gujarat College, University of Bombay Third 
Edition, thorcrugiily revised 2 vols 42s net 

THE THEORY OF FORWARD EXCHANGE By 
Dr Paul Einzig 21s net 

AN ESSAY ON ECONOMY AND VALUE Being 
AN Enquiry into the Real Nature of Economy 
By Alex L Macfie, Lecturer mPohtical Economy, 
Glasgow University 7s 6d net 

THE ECONOMIC SYSTEM IN A SOCIALIST 
STATJ2 By R L Hall, Lecturer in Economics, 
Tnmty College, Oxford 7s 6d net 

MacMillan and go ltd London 








